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It is the purpose of this paper to state and defend a 
thesis with respect to the crucial problem of judicial re- 
view of administrative action. This thesis may be stated 
in broad terms as follows: With the gradual develop- 
ment of a responsible bureaucracy* manned by civil serv- 
ants who by training or at least by length of experience 
are better equipped than the courts to pass judgment 
upon the technical aspects of modern regulatory prob- 
lems, judicial review of administrative action should not 
concern itself with questions within the fields of admin- 
istrative competence, but should confine itself to those 
questions which judges are better qualified than admin- 
istrators to answer; viz., the questions that relate to the 
more general and permanent criteria of official and 
human conduct. Accordingly, the courts, when review- 
ing administrative action, should never ask whether the 
administrator acted “correctly”; for when one man asks 
that about the action of another man, he is in effect ask- 
ing himself whether he would have acted the same way 

1 For the meaning of “responsible bureaucracy” see Friedrich, Responsible 


Government Service Under the American Constitution, in ProBLEMS OF THE 
AMERICAN Pustic ServicE (McGraw-Hill Book Co. 1935) 1-74. 
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if he had personally been in the other man’s place. When 
this is the question asked, the judge substitutes his own 
judgment for that of the administrator, or ex hypothesi 
the judgment of a layman for that of an expert, and 
thereby tends to nullify the attainment of a principal 
purpose of the legislature in substituting administrative 
for judicial enforcement of regulatory standards. What 
the courts should rather ask is whether the action of the 
administrator was clearly unreasonable in terms of the 
statutory purpose and of those criteria of fair play and 
right conduct which, as the cumulative result of long 
ages of common human experience, have found a perma- 
nent place in civilized thought and acceptance. 

By this statement of what the courts should do it is 
not intended to imply generally that it is not what they 
now do. Nor is it the purpose of this article to under- 
take an exhaustive account of the extent to which the 
courts now apply the thesis. Incidentally, examples will 
appear of cases in which they do as well as of those in 
which they do not apply it. The present purpose is to 
defend the thesis, or rather to contribute to its defense, 
by attempting to show that it is the factor common to a 
number of leading articles and judicial opinions in which 
different authors and judges have considered several dif- 
ferent aspects of the subject. The thesis is thus by no 
means original with the present writer, and will be de- 
fended by him only in terms of what other qualified per- 
sons or courts have said or done. 


DISCRETION OF CIVIL SERVICE COMMISSIONS 


Pratt v. Rosenthal’ was a taxpayer’s action to enjoin 
the civil service commission of San Francisco from hold- 
ing an examination for market inspectors on the ground 
among others that the scope of the examination as de- 
clared in the notice thereof was not “practical” within 


2181 Cal. 158, 183 Pac. 542 (1919). 
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the meaning of the charter requirement. The contention 
was that the commission had given “the experience of 
laymen in the actual work of handling meats, fish, and 
fowl no greater, indeed less, weight than the experience 
of a veterinarian who has never done such work.” In 
reversing judgment below awarding an injunction, the 
court pointed out that no facts had been presented which 
even tended to indicate that the examination was not prac- 
tical. The courts could not assume it was not practical 
in the absence of some affirmative showing that, as a mat- 
ter of law, it was impractical. A former opinion of the 
court® was quoted to the effect that courts “should let 
administrative boards and officers work out their prob- 
lems with as little judicial interference as possible. They 
may decide a particular question wrong—but it is their 
question. Such boards are vested with a high discretion, 
and its abuse must appear very clearly before the courts 
will interfere.” 


Even more in point is what happened in New York 
with reference to the classification of positions as com- 
petitive, non-competitive or exempt. The illuminating 
story was told by the Court of Appeals itself in the opin- 
ion in Simons v. McGuire .* 


The trend of the earlier cases reached its logical culmination 
in People ex rel. Sims v. Collier, 175 N. Y. 196, 67 N. E. 309, 
where it was held that the duty of classification under the civil 
service law was quasi judicial in its nature, and was, therefore, 
not reviewable by mandamus, but by certiorari as in other cases 
involving judicial functions. This was in 1903. Three years of 
experience under that decision demonstrated that this court had 
in effect assumed the functions of the civil service commissioners, 
for every challenged decision of these officers was brought to 
this court as a question of law. The case of People ex rel. Schau 
v. McWilliams, 185 N. Y. 92, 77 N. E. 785, which came to us 
in 1906, very pointedly presented the unfortunate tendencies of 
our decision in the Sims case, and after mature deliberation we 
decided to retract our earlier views, and held that the deter- 


3 Maxwell v. Civil Service Commission, 169 Cal. 339, 146 Pac. 869, 871 (1915). 


4204 N. Y. 253, 257-258, 97 N. E. 526, 527 (1912). The italics are in the 
state report. 





THE GEORGE WASHINGTON LAW REVIEW 


mination of a civil service commission in classifying positions in 
the public service, although involving the exercise of judgment 
and discretion, is more of a legislative or executive character 
than judicial or quasi judicial. The result of this conclusion in 
the Schau case is that the action of the civil service commission- 
ers, in making classifications, is subject to a judicial control that 
is limited to such questions as may properly be reviewed in pro- 
ceedings instituted by writ of mandamus. The illustrations given 
by Chief Judge Cullen in that case clearly indicate the restricted 
range of review under the present rules: “If the position is 
clearly one properly subject to competitive examination, the 
commissioners may be compelled to so classify it. On the other 
hand, if the position be by statute or from its nature exempt 
from examination, and the action of the commission be palpably 
illegal, the commission may be compelled to strike the position 
from the competitive or examination class, though in such case 
redress by mandamus would often be unnecessary, as a valid ap- 
pointment could be made notwithstanding the classifications. But 
where the position is one, as to the proper mode of filling which 
there is a fair and reasonable ground for difference of opinion 
among intelligent and conscientious officials, the action of the 
commission should stand, even though the courts may differ from 
the commission as to the wisdom of the classification.” 185 N. Y. 
99, 77 N. E. 787. 


DISCRETION IN LICENSING CASES 


Several years ago the cases on this subject were thor- 
oughly explored by Lewis Allen Sigler.’ He pointed 
out that many of the cases had turned upon the question 
of the existence and adequacy of express statutory stand- 
ards to guide administrative discretion. The ordinary- 
lawful-business rule in effect construed a statutory dele- 
gation that omitted such an express standard as an 
attempt to invest administrative authorities with arbi- 
trary discretion. The statute itself would thus be de- 
clared unconstitutional as violating the equal protection 
or due process clause of the fourteenth amendment. How- 
ever, this rule did not apply to mere privileges, and was 
also subject to an exception where, in a valid exercise of 
the police power, it was found impracticable to specify 
standards, as notably in requiring that licenses be issued 
only to “fit” or “proper” persons. Under this exception 


5 Sigler, The Problem of Apparently Unguided Administrative Discretion 
(1934) 19 St. Louts L. Rev. 261. 
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the statute was construed as vesting only a reasonable 
discretion, and the emphasis was shifted to the manner 
in which the discretion was exercised. 

In net result, however, the law was left in an unsatis- 
factory state. There was no common agreement upon 
what occupations were mere privileges, or whether in the 
case of ordinary lawful business the rule or the exception 
should apply. Indeed, since all licensing power is vested 
under the police power, and since the courts had no way 
of determining whether or how far the expression of 
standards was practicable or their omission necessary, 
there was no intelligible distinction between the rule and 
the exception. 

Sigler pointed out that some of the later cases construed 
statutes that omitted express standards as vesting only a 
reasonable discretion, without resort to the argument of 
necessity. “The rule of reasonableness,” said Judge 
Rosenberry in State ex rel. Wisconsin Inspection Bureau 
v. Whitman,’ “inheres in every law, and the action of 
those charged with its enforcement must in the nature of 
things be subject to the test of reasonableness.” It may 
be said that the test of reasonableness is vague in the ab- 
sence of a standard; but the answer is that the standard 
is implicit in the policy of the statute taken as a whole 
and the standards of right conduct commonly accepted 
in the community. In well drawn statutes these guides 
are frequently more real than express verbal formulas. 
To the argument that a statute denies equal protection 
if it does not guarantee equal protection, Sigler’s answer 
is that if the courts construe the statute as vesting only a 
reasonable discretion, and apply the test of reasonable- 
ness to the exercise of the discretion in individual cases, 
nobody is denied anything. 

This latter approach has the advantage of placing em- 
phasis where it belongs, upon the justice with which the 


6195 Wis. 472, 220 N. W. 929, 943 (1928). Cf., Sigler, loc. cit., pp. 281-283, 
296-297. 
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statute is actually administered. As Mr. Justice Matthews 
so eloquently said in Yick Wo v. Hopkins: 

Though the law itself be fair on its face and impartial in ap- 
pearance, yet, if it is applied and administered by public authority 
with an evil eye and an unequal hand, so as practically to make 
unjust and illegal discriminations between persons in similar cir- 
cumstances, material to their rights, the denial of equal justice is 
still within the prohibition of the ConsTITUTION. 

This point of view has recently been stressed by Fritz 
Morstein Marx:* 

. . . French administrative justice does not attempt to review 
discretion by focusing on the question whether or not the statute 
sets forth sufficiently concrete criteria to guide administrative 
action. Under modern conditions, emphasis on such express 
criteria is bound to operate on the unrealistic imputation of leg- 
islative omniscience. . .. To place the administrator in a straight- 
jacket of superimposed standards carries with it the danger of 
a defeat of the very purpose of the statute. It is not safe to tie 
the steering-wheel of the car in order to check the extravagant 
urges of the driver.® 
In other words, the more specific the standards, the more 
they intrench upon the field of administrative expertness. 
If this field is dominated by legislative directions inter- 
preted by the courts, then a major purpose of employing 
the administrative method is defeated. The judges have 
no test of the adequacy of standards.** If they accept as 
adequate mere glittering generalities, they require noth- 
ing more concrete than the test of reasonableness. If they 
should insist upon minute directions, they would force 
the legislature into a field for which it is ill equipped, to 
the exclusion of the administrator from his own proper 
field. 

“The legality of the discretionary act,” says Marx, “is 
dependent on proper motivation. The proper motive is 
identical with the motive which the statute itself intends 
to serve. ... The test is the nexus between the individual 





7118 U. S. 356, 373-374, 6 Sup. Ct. 1064, 30 L. ed. 220 (1886). 


8 Marx, Comparative Administrative Law: A Note on Review of Discretion 
(1939) 87 U. or Pa. L. Rev. 1 


9 [bid at 13, 20. 
10 Cf., Sigler, loc. cit., supra note 5 at 281-283, 301-303. 
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discretionary act and any of those special purposes en- 
compassed in the discernible intentions of the statute.” * 
Within the four corners of the statutory policy, in short, 
choices that involve expert judgment and experience are 
properly left to the administrator; and judicial review 
serves its important function best if it is confined to de- 
termination of conformity of such choices with a reason- 
able application of the policy of the statute, and with 
the constitutional requirements of fairness and absence 
of arbitrary discrimination as these terms are understood 
by the ordinary citizen rather than by the custodians of 
the juristic mysteries. 


RULES OF EVIDENCE 


One of the best-considered examinations of adminis- 
trative tribunals and the rules of evidence is to be found 
in an essay by Albert E. Stephan.’ It was there pointed 
out that, in relation to administrative tribunals, the rules 
of evidence fall into what for present purposes amounts 
to two distinct categories. One of these consists of the 
rules of procedural fairness, such as cross-examination 
and rebuttal, and all evidence to be of record, with which 
may be classed the privileged communications rules, and 
better protection to aliens in exclusion and deportation 
proceedings, which are the nearest analogy in adminis- 
trative law to criminal proceedings. The other consists 
of those rules, such as the hearsay rule, whose purpose is 
“to prevent only trustworthy evidence before untrained 
lay juries.” ** Stephan advocated preservation of rules 
in the former category, on the significant ground that they 
apply regardless of the character of the tribunal. With 
respect to the latter category, however, he proposed to 


11 Marx, loc cit., supra note 8 at 22, 23. 


12 Stephan, The Extent to Which Fact-Finding Boards Should Be Bound by 
Rules of Evidence (1938) 24 A. B. A. J. 630. This essay won the award of- 
fered in 1938 by the American Bar Association for the best study of the subject 
with which it dealt. 


13 [bid at 631. 
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admit “all relevant evidence”* on five named conditions: 
(1) The administrative tribunal must regard it as the best 
obtainable evidence. (2) It must be offered in a public 
hearing so that the witness may be cross-examined and 
his evidence rebutted. (3) The administrative tribunal 
must have full power to weigh the evidence in the light 
of the circumstances. (4) The tribunal must present a 
written report clearly setting forth its findings of fact 
and conclusions of law. (5) There must be judicial re- 
view; but what is important for present purposes is that 
he visualized this judicial review as inquiring only into 
the fairness of the procedure and the “reasonable observ- 
ance” of the first four conditions. 

What is here pertinent is the basis of Stephan’s dis- 
tinction between the two categories of rules. The rules 
of procedural fairness are to be preserved because they 
apply regardless of the character of the tribunal, and they 
so apply because they represent criteria of fair play that 
have found a permanent place in civilized thought and 
acceptance. On the other hand, the rules in the other 
category, having been devised to keep Mr. A. V. Dicey’s 
twelve shopkeepers* from going astray, admit of modi- 
fication and adaptation in the hands of commissioners 
who approach their investigations with trained minds and 
expert knowledge and experience, and whose job calls for 
greater promptness and realism in procedure than is ob- 
tainable in the courts. Accordingly, Stephan would lay 
down some general criteria for the guidance of adminis- 
trative tribunals, and confine judicial review to the ques- 
tion of the reasonable observance of these criteria. The 
court would decide not whether the commission’s action 
in applying these criteria was Benaiescue Bh t. e., whether it 
with Stein's position, see Carroll v. Gowen he f.. Co. 218 N. Y. 435, 


113 N. E. 507, Ann. Cas. 1918 B, 540 (1916). See also Miller, A pplication of 
a of Evidence to Fact- Finding Boards (1939) 17 Cuicaco-Kent L. Rev. 
1 


15 See Dicey, INTRODUCTION TO THE STUDY OF THE LAW oF THE CONSTITU- 
TION (8th ed., 1915) 242. 
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was what the court would have done, but only whether it 
was reasonable. 


A special word needs to be said about the rules of pro- 
cedural fairness as applied to administrative tribunals. 
These rules are enforced under the statutory requirement 
of a hearing” or under the constitutional requirement of 
procedural due process.’ To say with Stephan that they 
should be retained implies only that when the adminis- 
trator is acting judicially he should observe what Chief 
Justice Hughes has called “the rudimentary requirements 
of fair play.” ** It does not imply that all the procedural 
technicalities of a court trial should be imposed upon ad- 
ministrative tribunals. Yet this result follows if the major 
premise is that judicial procedures are the only just pro- 
cedures. As Lord Shaw said in Local Government 
Board v. Arlidge,” 

lawyer-like methods may find especial favour from lawyers. But 
that the judiciary should presume to impose its own methods on 
administrative or executive officers is a usurpation, and the as- 
sumption that the methods of natural justice are ex necessitate 
those of courts of justice is wholly unfounded. This is expressly 
applicable to steps of procedure or forms of pleading. 

“The requirements are not technical,” said Mr. Chief 
Justice Hughes in the Morgan cases.” Yet he also said 
that the Secretary’s function “is a duty akin to that of a 
judge.” * Perhaps one of our difficulties in this country 
is in forgetting that the administrator is always an ad- 
ministrator who at some points acts enough like a judge 
to necessitate his acting in the spirit of age-old standards 
of adjudicatory fair play. In this matter the recent 


16 In the famous Morgan cases, cited infra note 22, the Supreme Court was 
dealing specifically with a statutory requirement of a “full hearing.” 
17 Cf., Hart, AN INTRODUCTION TO ADMINISTRATIVE LAw wITH SELECTED 
Cases (F. S. Crofts & Co. 1940), c. XIII. 
(938 v. United States, 304 U. S. 1, 14-15, 58 Sup. Ct. 773, 82 L. ed. 1124 
19111 L. T. Rep. (N. S). 905, 910 (1914). 
as v. United States, 298 U. S. 468, 481, 56 Sup. Ct. 906, 80 L. ed. 1288 
21 bid. 
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Morgan cases” are of course the cause célébre compara- 
ble in this country to the Arlidge case* in England. To 
compare these cases would take the discussion into too 
great detail. The Arlidge case should of course be read 
with such cases as the recent English Housing cases.* In 
these the courts apply what they call “natural justice” as 
a test of fair procedure when the ministry is acting in a 
quasi-judicial capacity. In enforcing “natural justice,” 
however, the English courts do not forget that quasi- 
judicial action is after all but a phase of a continuous 
administrative process. As English local government 
statutes are drawn, at least, administrative adjudication 
is not, like judicial adjudication, an isolated phenomenon, 
but a mere incident to the carrying out of a social policy. 
In their appreciation of this the English courts avoid 
pressing judicialization so far as to defeat the purpose 
for which administrative processes have been set in mo- 
tion. In this country we must not let judicialization force 
administrative tribunals to bog down of their own weight. 
We have not yet thought this matter through. In our 
efforts to do so we may be able to learn much from the 
test of “natural justice” for the very reason that it seems 
to boil down to an application of the test of reasonable- 
ness in deciding at what points and in what respects the 
spirit of the principles of procedural fairness must gov- 
ern administrative procedure. 


QUESTIONS OF FACT 


The tendency is strongly toward acceptance of the rule 
that findings of fact, if supported by evidence, are con- 
clusive before the courts.** In tort cases, considered be- 


22 Morgan v. United States, supra note 4 Morgan v. United States, supra 
ming United States v. Morgan, 307 U. S . 183, 30 Sup. Ct. 777, 83 L. ed. 1184 

1939). 

23 Cited supra note 19. 

24 The remarks that follow are based upon examination of the “shorthand 
notes” of the court reporters in several of these housing cases, copies of which 
were kindly given the writer by Sir Cecil T. Carr. See Jennings, Courts and 
Administrative — Experience of English Housing Legislation (1936) 
49 Harv. L. Rev. 4 

25 See generally i op. cit. supra note 17, c. XVI and Bibliography. 
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low, an exception has been made of jurisdictional facts. 
In certiorari cases, however, the principal rule is applied 
even to jurisdictional facts.** In rate-making” and fed- 
eral workmen’s compensation™ cases an exception has 
been evolved with reference to so-called constitutional 
facts; but this exception has been strongly criticized by 
Brandeis” and Landis,” and it seems safe to predict with 
the latter that it will not last.” 

The principal rule has its qualifications as well as its 
exceptions. What is significant for present purposes is 
that some at least of these qualifications may be regarded 
as applications of the thesis of this paper. The rule that 
it is error of law to make a finding supported by no evi- 
dence” is an obvious use of the rule of reasonableness 
to strike down arbitrary action. “We agree,” said Mr. 
Chief Justice Hughes in Consolidated Edison Co. v. 
National Labor Relations Board,* “that the statute, in 
providing that ‘the findings of the Board as to the facts, 
if supported by evidence, shall be conclusive,’ means sup- 
ported by substantial evidence. . . . Substantial evidence 
is more than a mere scintilla. It means such relevant evi- 


26 Stason, THE LAw oF ADMINISTRATIVE TRIBUNALS (1937) 607, note 14. 
Cf., Great Western Power Co. v. Pillsbury, 170 Cal. ry 149 Pac. 35 (1915) ; 
Borgnis v. Falk Co., 147 Wis. 327, 133 N. W. 209 (1911) 

27 Ohio Valley W ‘ater Co. v. Ben Avon Borough, 253 U. S. 287, 40 Sup. Ct. 
527, 64 L. ed. 908 (1920); St. Joseph Stock Yards Co. v. United States, 298 
U. S. 38, 56 Sup. Ct. 720, 80 L. ed. 1033 (1936) ; Baltimore & Ohio R. R. Co. 
v. United States, 298 U. S. 349, 56 Sup. Ct. 797, 80 L. ed. 209 (1936). It is 
evident that the valuation of railroad property for purposes of rate-making in- 
volves a complex mixture of fact-finding, judgment, discretion and determina- 
tions of law. Cf., Hart, op. cit. supra note 17 at 140-143. Hence the so- 
called constitutional fact involved in determining whether a given valuation 
involves confiscation is only in small part a question of circumstantial or evi- 
dentiary fact. Its consideration at this point is in deference to common usage, 
in which fact and discretion are not clearly distinguished. Nor is it important 
for present purposes that they be oe 

28 Crowell v. Benson, 285 U. S. 22, 52 Sup. Ct. 285, 76 L. ed. 598 (1932). 

29 See his concurring opinion in the St. Joseph Stock Yards case and his dis- 
senting opinion in Crowell v. Benson, both cited supra. In the latter he ob- 
jected particularly to the grant of a de novo hearing on an issue of constitu- 
tional fact. 

30 LANDIS, THE ADMINISTRATIVE Process, (1938) 127ff. 

81 [bid at 141. See also the problem involved in the cases of United States v. 
Ju Toy, 198 U. S. 253, 25 Sup. Ct. 644, 49 L. ed. 1040 ween and Ng Fung 
Ho v. White, 259 U. S. 276, 42 Sup. Ct. 497, 66 L. ed. 938 (192 

32 See notably Singer v. Industrial Accident Commission, 105 rol App. 374, 
287 Pac. 567 (1930). 

33 305 U. S. 197, 229, 59 Sup. Ct. 206, 83 L. ed. 126 (1938). 
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dence as a reasonable mind might accept as adequate to 
support a conclusion.” The rule that the administrative 
tribunal is the trier of the facts is thus qualified by a test 
of reasonableness analogous to that applied to jury ver- 
dicts. By the same token the refusal of the courts to re- 
weigh the evidence to determine its preponderance is 
itself a refusal to ask whether the administrative deter- 
mination was “correct.” 


QUESTIONS OF LAW 


It is a time-honored rule that the courts reserve to 
themselves final determination of all questions of law. 
John Dickinson has pointed out that the “cleavage” be- 
tween law and fact is made by the “knife of policy.” “ 
Dean James M. Landis has recently indicated that there 
is need for a criterion to guide the judges in their use of 
this knife of policy. In so doing he has removed the 
question from the realm of settled law about which no- 
body thinks and which for that very reason is apt to be 
left to the unguided and unreflective discretion of the 


judges. “The interesting problem as to the future of ju- 
dicial review over administrative action is the extent to 
which judges will withdraw not from reviewing findings 


of fact, but conclusions upon law.” * We accept the for- 


mula of judicial finality on questions so characterized, 
the Dean proceeds, because of our faith in the “rule of 
law.” But why do we have faith in it? The reason is 
“related to a belief in their [the judges’] possession of 
expertness with regard to such questions.” ** Questions 
of law are thus properly those questions which judges are 
“equipped to decide.” ** They are not equipped to de- 
cide questions of public health, utility rates or railway 
management. We have set up expert commissions to 


= DickINsoN, ADMINISTRATIVE JUSTICE AND THE SUPREMACY OF Law (1927), 


85 LANDIS, op. cit. supra note 30 at 144. 
36 [bid at 152. 
37 [bid. 
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handle these. Hence questions of law should be so re- 
defined as to include those on which judicial umpires are 
expert, and to exclude those on which administrative 
boards and commissions are expert. Landis recognizes 
fully that this is no automatic formula, but rather the in- 
dication of an approach. 

Perhaps it is partly in recognition of this approach that 
the courts give great weight to long-standing interpreta- 
tions of the statutes on the part of those charged with their 
administration.” A check-up might, however, show that 
in the past the courts have rather tended to stress as their 
reason the fact that men have counted upon such inter- 
pretations in their efforts to discount the future.” 

Administrative concretization of statutory generaliza- 
tions may take several different forms. Interpretation of 
the law is of course implicit in all administrative action, 
and thus may take a form no more definite than past ad- 
ministrative practice. Again, interpretation of the law 
may result from formal administrative adjudication. The 
question of law may then be the general rule that is im- 
plicit in the decision of the administrative tribunal as 
the ratio decidendi thereof, or it may be merely the de- 
termination that some unique factual situation comes 
within the meaning of a rule enacted by the legislature 
or issued by the administrator. In the latter event, the 
question is often called a mixed question of law and fact.“ 

Of increasing importance is administrative rule-mak- 
ing, of which there are several types. American admin- 
istrators seem to be generally wary of the practice of 
issuing interpretative regulations without express au- 





38 Hart, op. cit. supra note 17 at 375- re Lee, Legislative and Interpretive 
Regulations (1940) 29 Geo. L. J. 1, 3, 24- 

89 In United States v. Hill, 120 U.S. 169, 182, 7 Sup. Ct. 510, 30 L. ed. 627 
(1887), the Court said: “This principle has been applied, as a wholesome one, 
for the establishment and enforcement of justice, in many cases in this court, 
not only between man and man, but between the government and those who deal 
with it, and put faith in the action of its constituted authorities, judicial, execu- 
tive, and administrative.” On law as a means of discounting the future, see 
REEVES, La CoMMUNAUTE INTERNATIONALE 50-52. 

40 Cf., Hart, op. cit. supra note 17 at 142-145, 386-390. 

41 CT., Harr, op. cit. supra note 17, c. VIII and Bibliography. 

2 
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thorization of statute.’ If the statute authorizes rule- 
making, is it authorizing the administrator to make sub- 
ordinate law or to interpret the meaning of the statute? “° 
In the former event, the power delegated is assimilated 
to the general category of administrative discretion, with 
the exercise of which the courts are loath to interfere.“ 
Accordingly, the resulting discretionary regulations are 
said to have the force of law unless the delegation is in- 
valid, or the regulations were issued ultra vires, as they 
are considered to have been if they are unreasonable.“ 
In the event, however, that the authorization is to issue 
interpretative regulations, these may be assimilated to the 
general category of questions of law, upon which the 
courts reserve the last word to themselves. It is sub- 
mitted, however, that there is no sound basis for the dis- 
tinction if the thesis of this paper is accepted. 

These various distinctions are mentioned only to point 
out that they are irrelevant to the application of the pres- 
ent thesis. If it applies to one, it applies to all. For mod- 
ern regulatory agencies are the creatures of statute law, 
which also defines their powers and duties. Hence, the 
questions of law that arise out of their functioning are 
of the type whether a given situation, or type of situation, 
involving some aspect of a complexus within the range 
of administrative expertness, is properly brought within 
the meaning of some statutory clause or term. The ap- 
propriate meaning of such clause or term of statutory ad- 
ministrative law is itself within the range of administra- 
tive expertness. 

Landis recognizes and deplores the difference in the 


42 But see Lee, supra note 38 at 24-25. 


43 See Comer, LEGISLATIVE FUNCTIONS OF NATIONAL ADMINISTRATIVE Au- 
THORITIES (1927), c. V. Fora criterion by which to distinguish legislative from 
interpretive regulations see article by Lee cited supra note 42 at 3. 

44“... the courts are very reluctant in interfering where the problem is one 
for the discretion of administrative officials or tribunals.” Tollefson, Adminis- 
trative Finality (1931) 29 Micu. L. Rev. 839. 


45 Cf., Hart, op. cit. supra note 17 at 170. On unreasonableness see notably 
Miller v. Johnson, 110 Kan. 135, 202 Pac. 619 (1921). 


46 CoMER, op. cit. supra note 43 at 28-29. 
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respect accorded administrative rule-making and adjudt- 
cation by the courts. He thinks that “the problem seems 
essentially to have the same core.” “’ The language in 
which he expresses the distinction as now made is a splen- 
did exposition of the present thesis. With reference to 
judicial review of rules forbidding manipulative, decep- 
tive or fraudulent devices, issued by the Securities and 
Exchange Commission under authority expressed by Con- 
gress in such general terms, he writes: 


Such a suit would raise the issue of whether the action taken 
was within the authority granted to the Commission. That issue 
would lead the court generally to consider whether the particu- 
lar conduct described in any particular rule could fairly be called 
“manipulative, deceptive or fraudulent.” But the court would 
hardly ask itself whether it would, of its own accord, have pre- 
scribed such a rule. In other words, the scope of judicial review 
in such a case would be somewhat akin to that of judicial review 
over the validity of legislation challenged under the due process 
clause. A reasonable belief held by the administrative, since it 
was acting in the manner of a legislature, that such practices 
tended to promote fraud and deceit in the security markets would, 
in all probability, be sufficient upon which to base the validity of 
the rule. The administrative judgment upon this issue would 
tend further to have much weight because of its assumed expert- 
ness.*® 


On the other hand, while “the issues raised by the effort 
to find the appropriate rule through adjudication require 
appreciation and evaluation of a wide variety of business 


facts,” ** the more inclusive review in such cases is illus- 


trated by the famous Gratz case,” where the Supreme 
Court 


did not limit itself to the consideration of whether reasonable 
grounds existed for the Commission’s conclusion. Such grounds 
clearly did exist. The Court instead conceived its function to 
embrace the right to determine independently what the appro- 
priate rule of law should be. . . . This remains the general doc- 
trine. It is true that deference will be paid to the administrative 
judgment on the ground that it possesses some expertness with 


47 LANDIS, op. cit. supra note 30 at 151. 
48 Ibid at 147-148. 
49 Ibid at 151. 


50 Federal Trade Commission v. Gratz, 253 U. S. 421, 40 Sup. Ct. 572, 64 
L. ed. 993 (1920). 
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reference to the subject matter, but such deference is a matter of 
attitude in a particular case rather than of doctrine.* 

This aspect of the whole matter is admirably summed 
up by Robert M. Cooper in a single sentence: “The 
courts should not be permitted to search for the correct 
interpretation of a statute, after an administrative agency 
has attempted to make such a determination, but should 
merely inquire as to the reasonableness of the particular 
determination which has been made.” ” 


TORT LIABILITY OF PUBLIC OFFICERS 


It will emphasize the general applicability of the pres- 
ent thesis to mention in conclusion a widely different 
topic of administrative law: the tort liability of public 
officers. ‘The most significant effort to release this sub- 
ject from its ancient imprisonment in the bastille of a 
“jurisprudence of conceptions” is a recent article by E. G. 
Jennings.” 

It is not possible here to present the several aspects of 
Jennings’ proposals. His main thesis must of course be 
read in its context; but that thesis is that “the question 
should be primarily one of the reasonableness of official 
action.” ** Obvious “usurpation of authority” and, ap- 
parently, proved malice” should produce liability quite 
apart from unrealistic conceptualist distinctions. But 
“the time has come for the development of an approach 
to the law of official liability under which results will 
no longer turn in any case, as if by magic, and entirely 
unrelated to realities, upon a conception of ‘jurisdictional 
facts,’ or upon the character of the injury as one affir- 
matively affecting tangible property rights, or upon a dis- 
tinction between ‘ministerial’ and ‘quasi judicial’ powers 

51 LANDIS, op. cit. supra note 30 at 150. 

52 Cooper, Administrative Justice and the Role of Discretion (1938) 47 Yate 
™ re oe ania Hart, op. cit. supra note 17 at c. XXII. 

a Tort Liability of Administrative Officers (1937) 21 Minn. L. 


55 [bid at 301. 
56 Ibid at 287-289, 306, 311. 
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and duties.” “The New Jersey court appears to have 
gone as far as any in almost completely obliterating any 
significance as regards official liability of the distinction” 
last mentioned.” “Although not usually repudiating tra- 
ditional dogma, modern courts seem to be tending more 
and more to emphasize official negligence as the basis of 
official liability, without particular emphasis upon the 
ministerial character of the powers and duties involved, 
and in situations where by the earlier law negligence 
should be theoretically immaterial.” * The test of neg- 
ligence is of course the test of reasonableness. 

Of notable interest is Jennings’ treatment of the doc- 
trine of the jurisdictional fact as applied in tort actions 
against officers who have abated what they thought to be 
nuisances. Miller v. Horton™ is the classical example, 
and it is criticized on the ground that the effect of hold- 
ing the officer liable, if a jury later finds that the horse 
he killed did not in fact have the glanders, is not only 
to establish liability without fault where it is “socially 


unjustifiable,” but also to permit “a lay jury in a retrial 
de novo to substitute its own inexpert opinion, usually on 
scientific issues, for that of the” expert.” The logic of 
such cases is said to be that “a correct decision on the 


merits is in nearly every case a ‘jurisdictional’ fact.” ® 
y \ 


“Unless a contrary interpretation is compelled by the 
clearest language, the only reasonable interpretation of 
every statute purporting to authorize official trespass and 
conversion in the abatement of nuisances or for other 
regulatory purposes is that both the duty and the power 
arise as soon as the facts conditioning the privilege ‘are 
reasonably believed to exist.’” © 

57 Ibid at 305. 

58 Ibid at 302. 

89 Ibid at 303. 

60 152 Mass. 540, 26 N. E. 100, 10 L. R. A. 116, 23 Am. St. Rep. 850 (1891). 

61 Jennings, loc. cit. supra note 54 at 309. 

62 [bid at 282. See his note 66 begining on this page. 

63 Jbid at 291. In note 94 Jennings says: “And where no trespass to realty 


or conversion is involved, the courts are entirely ready to follow the rule of con- 
struction suggested, see Beeks v. Dickinson County, 131 Iowa 244, 108 N. W. 
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CONCLUSION 


The thesis stated at the beginning of this article has 
now been defended by showing that it has been followed 
by the courts in some situations, and advocated by com- 
petent authorities in others. Incidentally, examples have 
been given of situations in which it is not now followed 
by the courts.“ May it be said that the thesis represents 
an approach with which the best thought on the subject 
tends to be in agreement? 


Reference is advisedly made to the best thought, for it 
is fully realized that powerful conservative interests are 
even now making an appeal to traditionalism in an effort 
to increase judicial control of administrative action. 
Without going into an analysis of what effect the late un- 
lamented Logan-Walter bill would have, it may safely 
be said that the philosophy behind the bill® looks in this 
backward direction. 


Reference has also advisedly been made to the thesis 
as an approach, an attitude, rather than a formula. Ac- 
ceptance of the thesis as a formula for situations where 
it is not now accepted, would probably curtail judicial 
review in some instances.” In others, however, it might, 
in the hands of some judges, make little difference.” To 
some minds everything is unreasonable with which they 
do not personally agree. 


311 (1906) (here the authority to quarantine against ‘infectious or contagious 
diseases’ if literally construed was no greater than in Miller v. Horton. . . .).” 
The expert who acts at his peril will hesitate to act when he should, quite as 
much in killing a horse as in quarantining a person. 

64 As in Crowell v. Benson, Miller v. Horton, and other instances cited in the 
text above. 


65 For an unfavorable and indeed devastating critique of the “doctrine of the 
judicial formula” upon which this bill is premised, see BLACHLY AND OATMAN, 
FEDERAL REGULATORY ACTION AND ConTroL (Brookings Institution 1940), c. X. 
References are there given to material on the other side. 


66 Thus in a case like Crowell v. Benson, cited supra, the court would at least 
be precluded from a de novo trial of the so-called constitutional fact. 


87 The rule that findings of fact, if supported by evidence, are conclusive, 
means not only supported by substantial evidence, but by such evidence viewed 
against the background of all the evidence. This is different in theory from re- 
weighing the evidence to determine the preponderance. Yet in the hands of 
some judges there might be little or no difference in practice. 
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Since what is intended is to suggest an attitude that is 
claimed to be applicable to all forms of administrative 
action, it may be well to ask judges to ask, not whether 
the administrative action is reasonable, but whether they, 
as laymen, can say that, in terms of the purpose of the 
statute and of standards of justice that competent laymen 
might apply to any human conduct, the action of the ex- 


pert has been so clearly unreasonable that it must be 
struck down. 








MARKET VALUE OF SECURITIES AS A MEAS- 
URE OF COMPENSATION TO PUBLIC UTILI- 
TIES IN CONNECTION WITH THE STATU- 
TORY ABROGATION OF THE DOCTRINE 
OF SMYTH v. AMES 


DONALD C. COOK 
Member of the Michigan Bar 


Current discussion of the problem of regulation of pub- 
lic utilities has, by and large, taken a new turn. In the 
past the literature has been largely devoted to condemning 
the so-called regulatory system precariously poised on the 
doctrine of Smyth v. Ames.’ Recent articles, on the basis 
of the overwhelming weight of opinion expressed by com- 
petent and impartial observers,’ have assumed the hope- 
lessly unsatisfactory character of the doctrine, and have 


1169 U. S. 466, 546, 18 Sup. Ct. 418, 42 L. ed. 819 (1898). The doctrine of 
the case is generally regarded as being embodied in the following excerpt from 
the opinion: “We hold, however, that the basis of all calculations as to the 
reasonableness of rates to be charged by a corporation maintaining a highway 
under legislative sanction must be the fair value of the property being used by 
it for the convenience of the public. And, in order to ascertain that value, the 
original cost of construction, the amount expended in permanent improvements, 
the amount and market value of its bonds and stock, the present as compared 
with the original cost of construction, the probable earning capacity of the prop- 
erty under particular rates prescribed by statute, and the sum required to meet 
operating expenses, are all matters for consideration, and are to be given such 
weight as may be just and right in each case. We do not say that there may 
not be other matters to be regarded in estimating the value of the property. 
What the company is entitled to ask is a fair return upon the value of that 
which it employs for the public convenience.” 


2See Appendix A, p. 51, Expressions of Opinion on the Doctrine of Smyth 
v. Ames and on the Rule of Prudent Investment, Brief of Federal Power Com- 
mission Amicus Curiz, in the case of Railroad Commission of California v. 
Pacific Gas and Electric Company, 302 U. S. 388, 58 Sup. Ct. 334, 82 L. ed. 
319 (1938), and Appendix A, p. 71, Expressions of Opinion on the Doctrine of 
Smyth v. Ames and on the Rule of Prudent Investment. Brief of the United 
States Amicus Curiz, in the case of Driscoll v. Edison Light & Power Company, 
307 U. S. 104, 59 Sup. Ct. 715, 83 L. ed. 1134 (1939) for the literature and 
cases there collected. See also concurring opinion of Brandeis, J. (concurred in 
by Holmes, J.) in Missouri ex rel. Southwestern Bell Telephone Co. v. Public 
Service Commission of Missouri, 262 U. S. 276, 289, 43 Sup. Ct. 544, 547, 67 
L. ed. 981, 985 (1923); concurring opinion of Brandeis, J. in St. Joseph Stock- 
yards Co. v. U. S., 298 U. S. 38, 73, 56 Sup. Ct. 720, 735, 80 L. ed. 1033, 1052 
(1936) ; concurring opinion of Stone, J. and Cardozo, J., id. at 93, 744, 1063: 
dissenting opinion of Black, J. in McCart v. Indianapolis Water Company, 302 
U. S. 419, 423, 58 Sup. Ct. 324, 326, 82 L. ed. 336, 340 (1938) ; concurring opin- 
ion of Frankfurter, } (concurred in by Black, J.) in Driscoll v. Edison Light 
& Power Company, supra at 122. 
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been devoted primarily to the search for a satisfactory sub- 
stitute.° 

If a substitute is to be found it must undoubtedly be 
predicated upon a consideration in the first instance, not 
of legal principles, but of economic data. If a substitute 
can be found which, from the point of view of the public 
interest and the interest of investors and consumers, is 
economically sound, it would undoubtedly be held to be 
within the framework of constitutional government.‘ As 
Justice Frankfurter has said:° 


The determination of utility rates—what may fairly be exacted 
from the public and what is adequate to enlist enterprise—does 
not present questions of an essentially legal nature in the sense 
that legal education and lawyers’ learning afford peculiar com- 
petence for their adjustment. These are matters for the applica- 
tion of whatever knowledge economics and finance may bring to 
the practicabilities of business enterprise. The only relevant 
function of law in dealing with this intersection of government 
and enterprise is to secure observance of those procedural safe- 
guards in the exercise of legislative powers which are the historic 
foundations of due process. 


Surely, in the present state of the problem, no proposed 
solution could hold its head in the air if its feet were not 


3 See for example note (1938) 33 Inu. L. Rev. 325 (Abolition of the doctrine 
of independent judicial review and imposition of strict procedural requirements 
on rate making bodies) ; Cook, A Statutory Definition of Fair Value: A Pro- 
posal (1939) 7 Geo. Wasu. L. Rev. 475 (rate base to be determined by statute as 
arm’s-length cost to the first user devoting property to the public use less ac- 
cumulated depreciation and amortization charged to income. Provision to be 
made, through charges to income, for the amortization of the excess of the arm’s- 
length cost to the present user over the arm’s-length cost to the first user.) 
Kauper, Wanted: A New Definition of the Rate Base (1939) 37 Micu. L. Rev. 
1209 (new legislation adopting “original cost of plant, present and future, as the 
rate base, but with the proviso that the excess of the market value of the utility’s 
outstanding securities over original cost as determined under the statute shall in 
the discretion of the Commission either be added to the rate base or returned 
to the utility as an amortization basis.”) 

4In Nebbia v. People of the State of New York, 291 U. S. 502, 525, 54 Sup. 
Ct. 505, 78 L. ed. 940 (1934), the Court said, “The Fifth Amendment in the 
field of federal activity and the Fourteenth, as respects state action, do not pro- 
hibit governmental regulation for the public welfare. They merely condition 
the extent of the admitted power, by securing that the end shall be accomplished 
by methods consistent with due process. And the guarantee of due process, as 
has often been held, demands only that the law shall not be unreasonable, ar- 
bitrary or capricious, and that the means selected shall have a real and sub- 
stantial relation to the object sought to be attained.” (Italics supplied). 

5 Driscoll v. Edison Light & Power Company, supra note 2. See also 
Holmes, O. W., “For the rational study of the law the black-letter man may 
be the man of the present, but the man of the future is the man of statistics and 
the master of economics.” (1921) The Path of the Law, Cot.ectep LEcAL 
Papers, p. 187. 
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solidly planted on economic data. A recent article® in 
this field has, theoretically at least, adopted the economic 
approach in presenting a proposed solution to the Smyth 
v. Ames impasse. The author concludes that the solution 
could probably be accomplished by a statutory abrogation 
of the Smyth v. Ames doctrine, and then presents a spe- 
cific proposal which is summarized in his own language 
as follows :' 


Inasmuch as the objective is to protect existing security hold- 
ers against undue impairment of investments honestly made, 
would it not be feasible to attain this objective by resorting to 
the market value of the outstanding securities at the time the new 
legislation becomes effective? The proposal is that the new leg- 
islation adopt original cost® of the plant, present and future, as 
the rate base, but with the proviso that the excess of market value 
of the utility’s outstanding securities over original cost as deter- 
mined under the statute shall in the discretion of the commission 
either be added to the rate base or returned to the utility on an 
amortization basis. 


The author then continues :° 


This proposal has the merit of simplicity and should meet the 
objections with respect to retroactive application of the new stat- 
utory definition of the rate base. If it is subject to serious criti- 
cism it is because it favors the investor at the expense of the 
utility consumer. It recognizes a vested right in excess capital 
invested in utility securities. However, this criticism would ap- 
ply to any plan that attempts to afford some protection to exist- 
ing investors. If such protection is deemed necessary, either as 
a matter of constitutional right or legislative policy, the provi- 
sions made therefor should be as administratively simple and 
practical as possible. It is believed that the proposal to measure 
the excess capital of existing investors by means of the market 
value of their securities best meets this requirement. Moreover, 
in view of the depressed values of utility securities generally,’° 


6 Kauper. Supra note 3. 
7 Id. pp. 1238-1239. 


8 It is assumed that “original cost” is to be taken as meaning “cost to the first 
user” in contradistinction to “historical cost” which is “cost to the present user.” 
How the problem in respect of accrued depreciation and amortization (with 
particular reference to the role to be played by past and future charges to in- 
come) would be solved is not indicated. In the specific application of this 
proposal, post p. 8, it is assumed that accumulated depreciation and amortization 
per books would be deducted from gross original cost. 

® Supra note 6. 

10 Are the values of securities of operating utilities depressed? Because of 
the development of holding company systems, market values are available for 
the common stocks of a relatively few operating utilities. Hence, the author may 
have reached this conclusion from a consideration of the market values of hold- 
ing companies. See post, pp. 11, 25. 
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it may be questioned whether there would be any considerable 
recognition of excess capital under the plan here suggested for 
the permanent pegging of the rate base. 


It is the purpose of this paper to examine the practical 
character and theoretical soundness of the above proposal. 
Such examination will be made primarily in the light of 
certain available economic and financial data. 

For the purpose of illustrating this proposal let us as- 
sume that the XYZ Corporation operates solely as a pub- 
lic utility, has all of its securities outstanding in the hands 
of the public, and that satisfactory market values are avail- 
able for all of such securities. Its balance sheet as at De- 
cember 31, 1939, appears as follows: 

XYZ CORPORATION 


Balance Sheet 
As at December 31, 1939 


Assets Liabilities 

Property, Plant, and First Mortgage Bonds . 
Equipment $1 Current Liabilities .... 
Current Assets Reserve for Deprecia- 


Other Assets tion 
Preferred Stock 
Common Stock 
Earned Surplus 


Total Assets ; Total Liabilities .. 


Investigation reveals that various write-ups have been 
impressed on the property account so that whereas depre- 
ciated property, plant and equipment per books amount 
to $10,000,000, the depreciated original cost of such prop- 
erty amounts to only $9,000,000. 

The aggregate market value of securities as at Decem- 
ber 31, 1939, is found to be as follows: 


First Mortgage Bonds—par 
Preferred Stock 
Common Stock 


Total Market Value 


Since the aggregate market value of securities is 
$900,000 in excess of depreciated original cost of the prop- 
erty, the proposal would, in the discretion of the regula- 
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tory commission, either add such amount to the rate base 
or return it to the corporation on an amortization basis.” 
The theory is that the market values of the securities will 
not be disastrously deflated and that the transition from 
the irrational basis of Smyth v. Ames to the rational basis 
of original cost will be accomplished without great loss 
to investors and presumably without hardship to rate- 
payers. 

So much for the theory of the proposal. But what 
would be the practical effect of its adoption? This can 
only be determined by its specific application. 

To find a suitable company to which the scheme could 
be applied is not free from difficulty. The company must 
be solely in the utility business, it must have no subsidi- 
aries either utility or non-utility, adequate and reliable 
information with respect to the original cost of its prop- 
erty must be available, all of its securities must be pub- 
licly held and the market for the securities must be rela- 
tively active.” 


If it has non-utility operations or has non-utility sub- 
sidiaries, then the non-utility operating losses or profits, 
or the losses or profits of non-utility subsidiaries will affect 
the market value of its securities and render the formula 


11 It should be pointed out that the choice between the alternatives could lead 
to widely different results. If added to the rate base, the present value of the 
$900,000 would be the income produced by the application to the rate base of 
the fair rate of return allowed by the regulatory body capitalized at the going 
rate for money. If returned to the utility on an amortization basis, the question 
must be decided whether interest will or will not be allowed. If no interest is 
allowed, the present value of the $900,000 would be that of the series of prin- 
cipal payments in the light of the going rate for money. If interest is allowed, 
the present value of the $900,000 would be that of the series of payments made 
up of principal and interest in the light of the going rate for money. If the 
going rate for money is at any substantial variance with either the fair rate of 
return or the interest allowed, the present value of the $900,000 would vary 
widely. In so far as the going rate for money is lower than the fair rate of 
return, it would be to the advantage of rate-payers to have the excess returned 
to the utility on an amortization basis with interest at the going rate—assuming 
that any interest is allowed at all. 

12 The mere statement of the requirements which must be met before the 
proposal could be properly applied raises a serious question as to its being a 
practical solution irrespective of whether if workable it would accomplish de- 
sirable results. A consideration of its practical character, particularly in view of 
the existence of utility systems dominated by holding companies will subse- 
quently be considered. 
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incapable of logical application. Non-utility profits 
would tend to increase market values, thus adding an in- 
separable increment for which utility customers have no 
responsibility. Non-utility losses would decrease market 
values and if the formula were sound, utility customers 
would unfairly be relieved of an obligation by purely 
fortuitous circumstances. No logical reason exists for 
penalizing a company’s utility department merely because 
a non-utility department is unprofitable. The non-utility 
business could be sold or abandoned and the losses elimi- 
nated—an occurrence neither new nor startling in ordi- 
nary business life. 

If income were received from a utility subsidiary, the 
equity in which is wholly owned by the parent, no market 
values would be available for all of the subsidiary’s se- 
curities and the market value of the parent’s securities 
would be affected by the subsidiary’s income. If the mar- 
ket value of the parent’s securities plus the market value 
of the subsidiary’s securities not held by the parent were 
in excess of the original cost of the property of both par- 
ent and subsidiary, on what basis could the excess be ap- 
portioned between the two companies and hence between 
the two independent groups of rate-payers? If all of the 
subsidiary’s securities are held by the parent, similar com- 
plications exist. In such cases the artificial character of 
the formula becomes readily apparent. If market values 
for all of the securities are not available, of course the 
whole scheme is virtually useless. If the market is thin 
and the quotations no real measure of what might be real- 
ized on the sale of the securities, the scheme is seriously 
impaired. 

In view of these considerations, The Detroit Edison 
Company has been selected as a company to which the 
formula, with some semblance of reason, might be ap- 
plied. Although it does have subsidiaries, the investment 
therein in relation to its own assets is relatively insignifi- 
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cant."* Further, the income derived from such subsidi- 
aries is negligible when compared to income from its own 
operations. Its own non-utility income is likewise neg- 
ligible.“* Market values are available for most of its 
securities and the market is reasonably active.” Finally, 
satisfactory information with respect to the property ac- 
count is available.” 

As at December 31, 1939, the net utility properties of 
Detroit Edison were stated as follows :*’ 


Utility Properties : 
Tangible $315,900,555 


Intangible 7,353,021 
Total Gross Property .... ———————$323,253,576 


Deduct: 


Retirement Reserve $43,141,326 


Reserve for amortization of 
franchises 5,048 


Reserve for plant acquisition 
adjustments 124,955 
————— $43,271,329 


$279,982,247 


13 As of December 31, 1938, investments in and advances to subsidiary com- 
panies amounted to $1,467,971, or .4% of total assets amounting to $348,881,862. 
ANNUAL Report (Form 10-K, 1938) to the Securities and Exchange Commis- 
sion, File No. 1-2198-2. 


14 For the 12 months ended December 31, 1939. Other Income amounted to 
$75,200 or .5% of Gross Income (before bond interest and other fixed charges) 
eo 11 Moopy’s Pustic Urmiries, No. 58, p. 1365 (January 20, 


15 The General and Refunding Morgage Bonds, Series D, 414%, due February 
1, 1961; Series F, 4%, due October 1, 1965; and Series G, 31%4%, due Sep- 
tember 1, 1966, are listed on the New York Stock Exchange. The Capital 
Stock, $100 par value, is listed on both the New York Stock Exchange and the 
Detroit Stock Exchange. The Great Lakes Power Company 6% Mortgage 
Bonds, due April 1, 1943, (assumed by The Detroit Edison Company) represent 
an aggregate outstanding issue of only $320,000 and are traded over-the-counter. 
The remaining funded debt, consisting of 314% Construction Notes, 1940-1945, 
are held by banks and can, without doing too much violence to the theory of 
the proposal, be taken at par. 


16 AnnNuAL Report (Form 10-K, 1938) to the Securities and Exchange Com- 
mission, File No. 1-2198-2, Balance Sheet, fn. 2 


1711 Moopy’s Pusiic UTILITIES, supra note 14. Utility property segregated 
on the basis of the classification presented in the ANNUAL Report (Form 10-K, 
1938) to the Securities and Exchange Commission, File No. 1-2198-2. 
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The carrying values of the properties of Detroit Edison 
have been described as follows: 


The amounts at which property, plant and equipment are car- 
ried on the books represent historical cost thereof. . . . 

Intangible assets carried on the books have been determined 
and are classified on the basis of the “Uniform System of Ac- 
counts” adopted as of January 1, 1938, by the Michigan Public 
Utilities Commission. 

The present fixed property has been built principally by or 
under the supervision of the registrant (Detroit Edison) and its 
subsidiary companies and is carried on the books at cost. 

Property acquired from other utilities and from municipalities 
is carried at cost to the prior owners wherever records of such 
cost could be obtained; properties acquired from going concerns 
not having satisfactory records of cost of fixed properties were 
appraised by the registrant, after reconstruction and consolida- 
tion for operation by the registrant. The cost of properties to 
the registrant, in excess of cost to prior owners, as disclosed by 
their records, and cost in excess of the appraised values of prop- 
erties acquired (for which the cost was not so disclosed) have 
been transferred to “Electric Plant Acquisition Adjustments” 
(Intangible Capital). On December 28, 1938, the Michigan 
Public Utilities Commission authorized the amortization over a 
20-year period of $2,499,094.91 of Electric Plant Acquisition Ad- 
justments, representing the difference between the purchase price 
of forty-nine small going concerns bought by the registrant dur- 
ing the past thirty years and the appraisal value of tangible prop- 
erty. 


The cost of properties to Detroit Edison in excess of 
cost to prior owners plus the cost to Detroit Edison in ex- 
cess of appraised values of properties acquired where cost 
to the prior owners was not disclosed amounted to $6,- 
376,273.90."° Assuming that cost to prior owners and ap- 
praised values, where cost to prior owners was not avail- 
able, was roughly equivalent to original cost, then the 
original cost of Detroit Edison’s properties was $6,376,274 
less than historical cost. 

The depreciated (and amortized) original cost of the 
properties would thus be the $279,982,247 as calculated 
above, less the $6,376,274 excess over original cost, or 
$273,605,973. It is this latter figure with which, on the 
property side, the proposed formula would be concerned. 

18 Supra note 16. 


18 ANNUAL REportT (Form 10-K, 1938) to the Securities and Exchange Com- 
mission, File No. 1-2198-2, Schedule IV. 
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Let us now consider the market values of outstanding 
securities of Detroit Edison. As at December 31, 1939, 
the following securities were outstanding and the market 


values thereof were as follows: 


Principal Amount 
Outstanding Per Unit 
Balance Sheet Market 
December 31,1939 ® Price 


Aggregate 
Market 
Price 


General and Refunding Mtge. Bonds, 
Series D, 414%, due Feb. 1, 1961 . ,000, 1101 $55,000,000 
Series F, 4%, due Oct. 1, 1965 . 49,000,000 110%1 54,328,750 
Series G, 334%, due Sept. 1, 1966 . 35,000,000 1112 38,850,000 

Great Lakes Power Co., 6% Mtge. 

Bonds, due April 1, 1943 (Assumed 
by Detroit Edison) 320, 1128 

Construction Notes Payable to Banks 

3%4%, due 1940-1945 10, 1004 


Total Debt 


358,400 
10,500,000 
$159,037,150 


Capital Stock—$100 Par Value 


Outstanding 1,272,260 Shs. 
Less: Reacquired .. 5,799 Shs. 


Balance Outstanding 1,266,461 Shs. 1231 155,774,703 


$314,811,853 

1 New York Times, December 31, 1939 (Last trade). 

2 New York Times, December 22, 1939 (Last trade). 

8 Moody’s Public Utilities 1939, p. 58 (1938 low). 

4 No market—taken at principal amount. Considering the coupon rate and 
maturity dates of the Construction Notes in the light of the above data with 
respect to the Series D, F, and G Bonds, it would appear that the use of prin- 
cipal amount results in a conservate estimate of what market values would 
likely be if such Notes were publicly held. 

We have thus found that the original cost of Detroit 
Edison’s property amounts to an estimated $273,605,973, 
whereas the aggregate market value of its outstanding se- 
curities amounts to $314,811,853. Thus under the pro- 
posed formula the difference of $41,205,880 would pre- 
sumably “in the discretion of the Commission either be 
added to the rate base or returned to the utility on an 


amortization basis.” 


In view of the action of the Michigan Public Utilities 
Commission in authorizing the amortization of $2,499,095 
of Electric Plant Acquisition Adjustments, it is doubtful 


2011 Moopy’s Pustiic UTILITIES, supra note 14. 
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whether the rate base of Detroit Edison is in excess of net 
historical cost (which is identical with net book value) of 
$279,982,247 less the Electric Plant Acquisition Adjust- 
ments to be amortized as above, or $277,483,152.* It 
should be obvious that the $2,499,095 must represent some- 
thing which is not to be included in the rate base, for 
otherwise the rate-payers would be forced to pay a fair 
rate of return on certain property values when at the 
same time the capital giving rise to the values was being 
returned by the rate-payers to the company. 


For the twelve months ended December 31, 1939, De- 
troit Edison’s gross earnings from utility operations 
amounted to $15,583,339, after providing $8,138,450 
for depreciation and amortization (including $135,188 
charged to income for the amortization of Electric Plant 
Acquisition Adjustments). Such amount represents 
5.6% of the maximum rate base of $277,483,152 as calcu- 
lated above. Apparently, no rate controversy exists. 
Hence we may assume that the return being secured is 


above the level of confiscation under the Smyth v. Ames 
doctrine. 


If we were to add to the net original cost of $273,- 
605,973 the $41,205,880 representing the difference be- 
tween net original cost and market value of securities, the 
rate base would be $314,811,853, which is, of course, the 
market value of the outstanding securities. In order to 
earn 5.6% on this rate base, consumers would have to pay 


21 Caveat: This estimate of what the rate base of Detroit Edison would likely 
be as at December 31, 1939, is solely an opinion of the writer. The reader will 
realize that rate base determinations are infrequently made and then only after 
protracted analysis, negotiation and, often, litigation. Nothing herein contained 
should be taken as an expression of opinion with respect to the reasonableness 
of the rates of Detroit Edison. The use of data with respect to such company 
is merely for the purpose of illustrating that the Kauper proposal is implicitly 
capable of unfair operation on rate-payers whenever the rate base is lower than 
the aggregate market value of outstanding securities, a situation which could 
easily exist. Whether as a fact such situation would obtain with respect to 
Detroit Edison were the Kauper proposal adopted is frankly recognized as ar- 
gumentative. However, this does not detract from the validity of the criticism 
that the proposal contains an obvious infirmity. The following analysis is 
merely for the purpose of concretely illustrating such infirmity. 

22 Supra note 20. 


3 
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increased rates amounting to $2,046,125 yearly in per- 
petuity. If the excess over original cost were amortized 
over a twenty-year period without interest, consumers 
would have to pay increased rates amounting to $1,866,435 
yearly for such twenty-year period. 

Bearing in mind that the alternative payments would 
be made to a company which apparently is now earning 
a fair return on a fair value under the Smyth v. Ames 
formula, it appears that the operation of the proposed 
formula would in this case result in an unmerited wind- 
fall to security holders at the expense of rate-payers. In- 
stead of merely protecting investors against a disastrous 
decline in security prices the increased income would un- 
doubtedly force the market price of the common stock 
(and hence the aggregate market price) still higher.” 
This hardly appears to be a solution to the rate base prob- 
lem. 

It may well be that other examples could be found 
where the aggregate market value of securities outstand- 
ing, while in excess of original cost, would be less than 
historical cost or indeed less than an established rate base 
in excess of either original or historical cost. It would 
seem, however, that if protection is to be given to investors 
a minimum requirement would be that in the course of 
the universal application of the adopted protective for- 
mula there should be no possibility that any absurd bonus 
payments would have to be made by rate-payers. 

It is apparent that wherever the excess of market values 
over original cost is added to original cost to arrive at a 
pegged rate base nothing more is being done than accept- 
ing aggreate market values of securities as of a particular 
predetermined date as the rate base. It is pertinent, 
therefore, to inquire into the factors which lead to the 
determination of market values of securities. 

Graham and Dodd, in their work entitled Security 
Analysis, present the following chart which graphically 


23 See post, at note 27. 
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sets forth the steps leading to the determination of market 
price of a particular security. 


Relationship of Intrinsic Value Factors to Market Price 
I. General market factors. 


II. Individual factors. 
1. Market [a- Technical 
* factors’) - Manipulative 
c. Psychological 


a. Management 
A. Speculative and reputation 
2. Future | »- Congetievs conditions 
and prospects 
falue ) c. Possible and probable | Attitude of 
changes in volume, public toward 
price, and costs the issue 


a Market 
Offers Price 


B. Investment 
. Earnings 
3. Intrinsic |. Dividends 
value . Assets 
factors }4- Capital structure 
. Terms of the issue 
Others 


A scrutiny of the above chart reveals that it is appli- 
cable to all types of securities* including public utility 
securities. No sophisticated investor would deny that 
either general market factors or any of the individual 
speculative or investment factors influence the market 
price of utility securities. Under our prevailing system 
of regulation the uncertainties with respect to both the 
rate base and, in smaller measure, the rate of return to be 
allowed have been so great that the magic formula of “a 
fair return on a fair value” has been of no value to the 
security analyst.” Consequently, utility securities like 
other securities have been subject to all the market winds 
that blow. Although many factors affect the determina- 
tion of market price, as one writer has indicated, the most 
important factor in the determination has been earnings. 


In practice, buyers and sellers of public-utility properties have 
given very little attention to the original costs or appraised values 
of the underlying properties. Instead, they have paid almost ex- 
clusive attention to forecasts of future earnings based largely on 


24 GRAHAM AND Dopp, Security ANALYsIs, p. 23 (1934). 

25 Excluding, of course, government’s. 

26 The rate base under Smyth v. Ames and what rate of return should be con- 
sidered fair is largely a matter of opinion; the revenues from operations and 
operating expenses and charges are at best a prediction. Hence the income of a 
utility must itself be a speculative prediction. Cf., concurring opinion of Bran- 
deis, J. (concurred in by Holmes, J.) in Missouri ex rel. Southwestern Bell 
Telephone Co. v. Public Service Commission of Missouri, 262 U. S. 276, 289, 
43 Sup. Ct. 544, 547, 67 L. ed. 981, 985 (1923). 
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trends of past earnings. This situation need not be wondered at 
in view of the farcial nature of regulation under the “fair value” 
doctrine. Indeed, in the absence of a recently decided rate case, 
investors are in no position to estimate the amount of the “fair 
value” that would be accepted by a commission and upheld by a 
court.?? 


That great speculative possibilities based on excessive 
earnings have in fact existed in the supposedly limited re- 
turn utility industry is illustrated by the following com- 
ments of Black, J., with respect to the financial history of 
the Indianapolis Water Company :* 


The record in the McCardle case*® showed: that the property 
was bought at a judicial sale in 1881 by the present Company at 
a cost of not more than $535,000.00, the purchase being financed 
by a sale of bonds; that apparently no cash was paid for the 
$500,000.00 face value of stock issued at that time; that the 
maximum book value of the Company’s assets on December 31, 
1923, was $9,195,908.00 but a witness called by the commission 
testified that the Company’s records disclosed the actual book 
value of the property used for the public convenience to be only 
$7,967,649.00; that from 1881 to December 31, 1923, stock- 
holder’s average annual net profits were $182,255.00; that prac- 
tically all of the added book value was the result of additional 
investments financed by borrowing and not by investment by 
stockholders; that no other investment was made by the stock- 
holders in the Company since 1881, but in 1909 a write-up of 
$5,556,071.85 was made on the books by virtue of which a com- 
mon stock dividend of $4,500,000.00 was declared in 1910, mak- 
ing the total common stock $5,000,000.00; that the $5,000,000.00 
stock was thereafter carried on the books of the Company; that 
the stockholders not only paid no additional money for stock, 
but that the profits made by the Company between 1881 and 1932 
were not reinvested in the Company but were substantially all 
drawn out in dividends.*° 


27 TI BonsriGHT, VALUATION OF PRopPERTY, p. 242. 

28 —_ J., dissenting in McCart v. Indianapolis Water Company, supra 
note 2. 

29 262 U. S. 400, 47 Sup. Ct. 144, 71 L. ed. 316 (1926). 

80 (Opinion fn. 16) “The books of the company indicate that the company 
spent for additions between 1881 and December 31, 1923, $8,112,399.00 but the 
books also show that on December 31, 1923, the outstanding indebtedness of the 
company on which it paid interest was $8,231,000.00. During the same period, 
from 1881 to December 31, 1923, the books showed available for dividends 
$8,337,232.74. Dividends paid out were as follows: 

Cash Dividends $4,585,533.50 
Bond Dividends 00 
Stock Dividends 


Total Dividends paid between 1881 and De- 
cember 31, 1923 $12,085,533.50 


During the same period the record shows that interest was paid by the com- 
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This Court found in the McCardle case that the Company was 
entitled to a rate based on a $19,000,000.00 valuation as of De- 
cember 31, 1923, although the record indicates: that the total ac- 
tual investment made by the Company up to that time was less 
than $9,000,000.00 and was not stockholders’ investment but was 
substantially all borrowed money; that the stockholders appar- 
ently had made no investment unless (which is very doubtful 
from the record) they paid for the $500,000.00 stock in 1881; 
and that the stockholders had received the following percentage 
of return on common stock on a $500,000.00 valuation for the 
five years preceding this $10,000,000.00 appraisal : 


While it is difficult to find in the present record what addi- 
tional investments have been made since the $19,000,000.00 ap- 
praisal, it does appear that the commission found that the books 
of the Company showed an additional investment of $6,661,292.00. 
If this is added to the 1923 book value, it would appear that 
there is a possibility that when the appraisal in this cause was 
made, there may have been between $13,000,000.00 and 
$16,000,000.00 invested through the Company’s borrowing ac- 
tivities. But the indebtedness kept pace with the investments and 
was $13,746,900.00 at this time. 


Justice Black then points out that since 1923 to 1932,. 
inclusive, dividends paid by the company were as fol- 
lows :* 


Rate Paid on Rate Paid on 
Inflated Possible 
$5,000,000 $500,000 
Year Amount Stock Valuation Valuation 


1924 100% 
1925 a 

1926 120% 
1927 190% 
1928 200% 
1929 ’ % 130% 
1930 245% 
1931 12 % 120% 
1932 75% 


———- 


pany on the bonds issued to the stockholders as dividends and that interest 
amounted to $3,076,250.00. It thus appears from the books that the stockholders 
received an average of practically 38% profit on $500,000.00 from 1881 to De- 
cember 31, 1923.” 


31 Supra note 28 (opinion, fn. 18). 
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The following tabulation sets forth dividends paid from 1933 to 
1938, inclusive :** 
Rate Paid on Rate Paid on 
Inflated Possible 
$5,000,000 $500,000 
Year Amount Stock Valuation** Valuation 


1933 5 % 50% 
1934 7 % 70% 
1935 714% 75% 
1936 614% 65% 
1937 ! 614% 65% 
1938 244, % 248% 


Unfortunately, no market value exists for the common 
stock of Indianapolis Water Company. Hence we are 
unable to determine an aggregate amount which investors 
think the common stock, which apparently cost nothing, 
to be worth.** However, for the five year period ended 
December 31, 1938, average earnings applicable to such 
stock amounted to $519,679." Ata valuation of 15 times 
earnings” such common stock*’ would have an approxi- 


32 Dividend data obtained from Moopy’s Pusiic UrTixitigs, p. 532 (1939). 


33 Increased to $5,250,000 during 1936. See Moopy’s Punic UTILitiEs, p. 
65 (1937). 


34“ | . the market is not a weighing machine, on which the value of each 
issue is recorded by an exact and impersonal mechanism, in accordance with its 
specific qualities. Rather should we say that the market is a voting machine, 
whereon countless individuals register choices which are the product partly of 
reason and partly of emotion.” GRAHAM AND Dopp, supra note 24. 


85 Average earnings applicable to common stock calculated as follows: 


Net Income Preferred 
Twelve Months Available Dividend Balance Applicable 
Ended 12/31 for Dividends Requirements to Common Stock 
$613,336 $52,745 $560,591 
586,654 52,745 533,909 
577,460 52,745 524,715 
509,297 52,745 456,552 
575,372 52,745 522,627 


$2,862,119 $263,725 $2,598,394 
5 Year Average . $572,424 $52,745 $519,679 


Moopy’s Pusiic Utinities, supra note 32. 


_ §8In view of the consistent earnings record of this company, the rate of cap- 
italization adopted does not appear too high. See GRAHAM AND Dopp, supra 
note 24 at 452 (“a suggested basis of maximum appraisal for investment”). 


87 In addition to this common stock Indianapolis Water Company had out- 
standing as at December 31, 1938, $5,250,000 principal amount of First Mortgage 
Bonds 3%4% Series, due 1966, and $1,054,900 par value (10,549 shares) of 5% 
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mate value of $7,795,000. If these securities were avail- 
able in the market, such a valuation would not be surpris- 
ing. 

The financial history of this company should not be 
considered so unusual as to disqualify its use as an ex- 
ample of the history of the industry. 


As a further example let us briefly consider some aspects 
of the financial history of Public Service Company of 
Colorado, a public utility operating and holding com- 
pany, principally engaged in the production, transmis- 
sion, distribution and sale of electrical energy and in the 
purchase, distribution and sale of natural gas. As at 
February 28, 1939, this company had outstanding $50,- 
791,799 principal amount of funded debt, $10,243,400 par 
value of Preferred Stock, and $20,800,000 par value of 
Common Stock.“ With respect to the common stock, the 
following statement has been made :*’ 


The $20,800,000 par value of common stock of declarant (Pub- 
lic Service Company of Colorado) which is now owned by Cities 
Service Power & Light (Company) was received from Cities 
Service (Company). The stock cost the Cities Service less than 
nothing, a minus quantity of $4,993,254.59, that is to say, Cities 
Service received that amount of money or its equivalent and 
the common stock for nothing. On this common stock cash 
dividends of $26,910,566.67 were paid from September 3, 1924, 
to February 28, 1939.4? 


Cumulative Preferred Stock, Series A. Moopy’s Pusiic UTILItIEs, supra note 
32 at 533. 


38 That the approximate value of $7,795,000 of the common stock, or any other 
amount based on capitalized earnings, could not be added to the market value 
of the other outstanding securities to determine a rate base should be readily 
apparent. This point is more fully considered at post, p. 31. 


39 In the Matter of Public Service Company of Colorado, Securities and Ex- 
change Commission, Holding Company Act Release No. 1701 (August 28, 1939), 
p. 3. A relatively unimportant part of the company’s business consists of sup- 
plying steam heating, bus transportation and manufactured gas service and of 
manufacturing and selling ice. Jd. 

40 Tbid. 


ne opinion of Healy, C., id., pp. 59-60. Parenthetical material sup- 
plied. 


42 (Fn. 20 of opinion) “The record does not show what dividends were paid 
to Cities Service Company prior to 1924 on the common stocks of the predeces- 
sor companies. A financial manual for 1923 states, regarding dividends paid on 
the common stock of The Denver Gas & Electric Company (a merged com- 
pany): ‘Dividends at rate of 6% on $3,500,000 Common Stock were paid con- 
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In addition to the dividends on the stock, the parent companies 
received from October 1, 1923, to December 31, 1937, engineer- 
ing, administration and other fees amounting to $4,033,536.64.** 


As at February 28, 1939, the balance sheet of Public 
Service Company of Colorado set forth Property, Plant 
and Equipment, including intangibles, of $81,126,293.91 “* 
and a Reserve for Replacements of $7,979,748.66, or a net 
property account of $73,146,545.25.*° Of this amount ap- 
proximately $20,542,912.60 appeared to have been write- 
ups representing intercompany profit.“ The amount of 
the write-ups approximate the amount of the common 
capital stock liability of $20,800,000.00 as at the same 
date. Thus the fantastic profits of the enterprise were 
partially obscured by arbitrary write-ups of property 
coupled with the balancing of such write-ups by the issu- 
ance of securities thereagainst. 


Further examples are easily found.” 


tinuously from 1907 to July 1, 1911. Dividends at rate of 3% per annum on 
outstanding Common Stock were paid continuously from Aug. 1, 1911, to Jan. 1, 
1916; and at rate of 8% from Jan. 1, 1916, to April 1, 1917, and since at the 
rate of 6% per annum, except in Feb. and March, 1919, when the dividend rate 
was 9% per annum.’ See Poor’s anp Moopy’s MANuAL CONSOLIDATED (Pub- 
lic Utilities Section) p. 1980 (1923). Translating these percentages into dol- 
lars (on the basis that dividends were paid starting in January, 1911, on a 
$3,500,000 common stock capital which was increased to $7,000,000 by June 11, 
1911, and to $10,000,000 by June 1, 1913), the total dividends paid aggregated 
approximately $6,355,000. . . .” Id. p. 60. 


43 (Fn. 21 of opinion) “This does not include engineering fees of $213,000 in 
connection with the Valmont Plant construction. The record does not show 
what construction or management fees Cities Service (Company) collected from 
predecessor companies prior to October 1, 1923.” 


44 There appears to have been included in this amount $529,750 for electric 
property and $555,224 for gas property not presently used but held for pos- 
sible rehabilitation. Also included appears to have been an aggregate of $469,- 
748.45, consisting principally of organization expenses of predecessors, bond and 
note discount and expense, and customers’ ownership expenses incurred in con- 
nection with the sale of preferred stock. Supra note 39 at 7 


45 Supra note 39 at 8. 


46 Supra note 39 at 7. Pages 7-16 of the opinion considers the write-ups in 
detail. That the write-ups may have been in excess of $20,542,912.60 is indi- 
cated in the dissenting opinion of Healy, C., Supra note 39 at 48. 

47 See In the Matters of Arkansas Western Gas Company and Southern Union 
Gas Company, Securities and Exchange Commission, Holding Company Act 
Release No. 1393 (January 6, 1939), pp. 6-7; In the Matter of Central Ohio 
Light & Power Company, Securities and Exchange Commission, Holding Com- 

pany Act Release No. 1684 (August 15, 1939), pp. 3-6; In the Matter of Cen- 
tral Illinois Electric and Gas Co., Securities and Exchange Commission, Hold- 
ing Company Act Release No. 1592 (June 21, 1939), pp. 5-7, note especially 
opinion of Healy, C., concurring; /d., p. 13 (excellent summary and discus- 
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As indicated above, no market value exists for the com- 
mon stock of Indianapolis Water Company. This is true 
because all of the outstanding shares with the exception of 
directors’ shares are owned by a holding company, In- 
dianapolis Water Works Investment Company.“ Such 
shares represent virtually the only assets of Indianapolis 
Water Works Investment Company and are carried in its 
balance sheet as at December 31, 1938, at $6,000,000.° Its 
own oustanding securities consist of $3,556,500 principal 
amount of 5% Secured Bonds due 1958 and 20,000 shares 
of common stock, $100 par value, or with an aggregate 
capital stock liability of $2,000,000.° The bonds are pub- 
licly held, but the common stock is held by only two stock- 
holders.” We thus have an example of a very simple 
holding company system—a single operating company 
with bonds and preferred stock publicly held and with all 
of its common stock held by another company which itself 
has bonds publicly held.” Thus the common stock of 
the holding company with a capital stock liability of 


$2,000,000 controls the operating company which has 
total book assets of $24,472,802.” 


sion); In the Matter of Colorado Central Power Company, Securities and Ex- 
change Commission, Holding Company Act Release No. 1492 (April 11, 1939), 
pp. 2-5; In the Matter of New Mexico Gas Company, Securities and Exchange 
Commission, Holding Company Act Release No. 1883 (January 15, 1940), pp. 
4-6 (especially tabulation on p. 5). 


48 As at December 31, 1938, Indianapolis Water Company had outstanding 
500,000 shares of common stock, no par value, aggregate stated value $5,250,000. 
Of such shares, 499,935 were held by Indianapolis Water Works Investment 
Company. Moopy’s Pusiic UtTiitiEs, supra note 32 at 531. 


49 As at December 31, 1938, Indianapolis Water Works Investment Company 
had total book assets of $6,155,960 as follows: 


Indianapolis Water Company Stock 
Reacquired Securities 

Current Assets 

Debt, Discount and Expense 


50 Moopy’s Pusiic UTIitiEs, supra note 48. 
51 Jd. at p. 532. 

52 Id. at pp. 531-533. 

53 Td. 
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In view of these facts, how could the proposal be ap- 
plied? The answer is, of course, that it could not be ap- 
plied because the essential element necessary to its appli- 
cation, namely, market values for the company’s securi- 
ties, is lacking. We are thus brought to a consideration 
of the proposal in the light of the existence of holding 
company systems. 


The unpleasant fact is that public utilities in the United 


States are predominantly controlled by holding com- 
panies. 


Writing in 1932, Bonbright and Means stated :™ 


. today ten great groups of systems*°—controlled either 
by pure holding companies or by parent operating companies— 
do approximately three-quarters of the electric light and power 
business of the entire nation. A somewhat similar but less ex- 
treme centralization prevails in the gas business, where sixteen 
holding company systems, most of which also do an electric 
business, control 45 per cent of the gas output of the country. 
A much larger proportion of the traction properties are still un- 
der independent control, due to the fact that their financial mis- 
fortunes have made them far less attractive to the great utility 
systems. In the telephone industry, on the other hand, a single 
great holding company (also an operating company for its long- 
distance lines), the American Telephone and Telegraph Com- 
pany, dominates all but a small fraction of the business. 


The quantitative significance of this statement is appar- 
ent from the following tabulation of the value of utility 


54 BoNBRIGHT AND MEANS, THE Hoipinc Company, pp. 91-92 (1932) (based 
on 1930 figures derived from Moopy’s Pusiic Utmities (1931) ). 


55 The ten systems are stated to be the following: United Corporation Group 
(Niagara Hudson Power Corporation, Commonwealth and Southern Corpora- 
tion, United Gas Improvement Company, Public Service Corporation of New 
Jersey and Columbia Gas and Electric Corporation). Electric Bond and Share 
Group (American Power and Light Company, American Gas and Electric 
Company, National Power and Light Company, and Electric Power and Light 
Corporation). Insull Utility Group (Middle West Utilities Co., Commonwealth 
Edison Co., Public Service Co. of Northern Illinois, and Midland United Co.). 
Cities Service Co., Consolidated Gas Company of New York, Standard Gas and 
Electric System, Associated Gas and Electric System, North American Com- 
pany, Pacific Gas and Electric Company. Stone and Webster System. /d. p. 
94 (Since the date of the author’s tabulation substantial changes in the struc- 
ture and control of certain systems, particularly the Insull Group and the Stone 
and Webster System have taken place. However, the general statement with 
respect to the concentration of control is still accurate.) 
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plant and equipment as of December 31, 1937, and the 
gross operating revenue for the year 1937: 


Value of Plant Gross Operating 
Type of Utility and Equipment Revenue 


Electric Power and Light 
Commercial $11,936,205,000* $2,207 ,108,700' 
Municipal 701,167,800+ 154,976,200+ 


Total Electric Power 
and Light $12,637,372,800 $2,362,084,900 
Telephone 5,000,456,220 1,180,028,372 
Traction 4,267 ,505,955? 527,160,385 
Manufactured Gas 1,989,898 ,000 * 362,518,000 
Natural Gas 2,300,000 ,000 * 511,002,0005 
Telegraph and Cable 506,764,687 135,768,887 


$26,701,997 ,662 $5,078,562,544° 


Electric plant and revenue only. 

? Census 1932. 

% American Gas Association. 

* Estimate. 

* Bureau of Mines. 

* Unless otherwise designated, figures are from the 1937 Census. 


The concentration of control in the electric power and 
light, and manufactured and natural gas industries is in- 
dicated by the following data:” 


As at December 31, 1937, the consolidated assets of 54 
Public Utility Holding Company Systems registered with 
the Securities and Exchange Commission pursuant to the 
provisions of the Public Utility Holding Company Act 
of 1935 amounted to $13,916,810,772." Of this amount, 
the ten largest Public Utility Holding Company Sys- 


56 Derived from Moopy’s Pusiic UtiuitiEs, supra note 32 at a3. (Water 
properties omitted since such business is largely conducted by municipalities. ) 


57 Securities and Exchange Commission, Report of Public Utilities Division, 
Registered Public-Utility Holding Companies as of March 1, 1939, p. 1. 


58 49 Stat. 803 (1935), 15 U. S. C. Supp. § 79b (1939). 


59 Since the amount apparently was derived from the balance sheets of the 
system companies, an undetermined amount of non-utility assets is included 
therein. 
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tems” had consolidated assets amounting to $10,484,- 
907,097" or 75.33% of the total, all as set forth below: 


System Amount 


Electric Bond & Share Co. ......... $2,626,284,057 
North American Co. ...........00- 1,236,498,040 
Standard Power & Light Co. ....... 1,205,867 ,387 
Commonwealth & Southern Corp.” .. 1,194,040,376 
Associated Gas & Electric Co. ...... 1,037,816,361 
United Gas Improvement Co.** 828,040,177 
Columbia Gas & Electric Corp.” .... 724,879,407 
Middle West Corp. ............... 597,561,933 
United Light & Power Co. ......... 572,822,348 
New England Power Association .... 461,097,011 


SK 


o> PANO PR 
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N 


Total 10 systems $10,484,907 ,097 75.33 


—_—_—_ 


The growth of holding company systems dominated by 
managements desiring to control a maximum amount of 
assets with a minimum amount of capital investment has 
led to infinitely complex capital structures. Layer after 
layer of pyramided holding companies have been super- 
imposed upon operating companies until corporate mazes 


have been created which perplex even those who have 
fashioned them and control their destinies.” 


The intercorporate relationships existing between In- 
dianapolis Water Company and Indianapolis Water 
Works Investment Company, heretofore indicated,” are 
far from being typical of those prevalent in holding com- 


69 It should be pointed out that a public-utility company as defined in the Act 
is limited to (a) any company which owns or operates facilities used for the 
generation, transmission, or distribution of electric energy for sale, other than 
sale to tenants or employees of the company operating such facilities for their 
own use and not for resale, or (b) any company which owns or operates fa- 
cilities used for the distribution at retail (other than distribution only in en- 
closed portable containers, or distribution to tenants or employees of the com- 
pany operating such facilities for their own use and not for resale) of natural 
or manufactured gas for heat, light or power. 49 Stat. 803 (1935), 15 U. S.C. 
Supp. § 79b (1939). 

61 Supra note 57. 


62 Bonbright indicates these companies as being controlled by United Corpo- 
ration. Supra note 55. 

63 See, for example, with respect to the Associated Gas and Electric System, 
BonBRIGHT AND MEANS, supra note 54 at p. 119. 

64 Supra note 48. 
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pany systems. They lie at the pole of extreme simplicity. 
Nearer the pole of complexity we find the large systems 
which dominate the industry. One example should suffice 
to indicate their character. 


Standard Power and Light Corporation is a holding 
company controlling 11 other holding companies, 24 elec- 
tric and gas companies, 47 utility companies other than 
electric or gas, and 20 non-utility companies,” with con- 
solidated assets, as at December 31, 1937, of approximately 
$1,205,867,000.°° 

Standard Power and Light Corporation is itself con- 
trolled by H. M. Byllesby & Co.,”’ a corporation whose 
primary business is the underwriting and distribution of 
securities.” Control is exercised through the ownership of 
330,000 shares of common stock, Series B, out of a total 
of 440,000 outstanding shares of Standard Power and 
Light Corporation.” This stock was stated in the Decem- 
ber 31, 1937, balance sheet of Standard Power & Light 
Corporation at $1 per share, or at an aggregate capital 
stock liability of only $440,000.° H.M. Byllesby & Co. 
is controlled by The Byllesby Corporation, which holds 
217,622 shares out of 398,592 outstanding shares of Class 


B Common Stock representing 55% of the total voting 
stock.” 


Beneath the hierarchy of holding companies lie the 
other holding companies, operating utility companies, 
and non-utility companies, each with their own securities 
held by the public, but always with all or a portion of 
their control securities held by system companies above 


65 Securities and Exchange Commission, Report of Public Utilities Division, 
Registered Public-Utility Holding Companies as of March 1, 1939, p. 11. 

66 Jd. at p. 1. 

67 As at December 31, 1937, H. M. Byllesby & Co. had total assets of only 
$4,037,379. Moopy’s Pusiic Uris, p. 1044, (1938). 

68 Securities and Exchange Commission, Public Utility Holding Company Act 
Release No. 1882 (January 15, 1940), p. 2. 

69 Td, 

70 Moopy’s Pusiic Urmities, p. 1045 (1938). 

71 Supra note 68. 
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them. Other systems control an even greater number of 
companies and a larger aggregate of assets.” 

For our purposes the significant fact is that as a result 
of the development of utility holding company systems, 
all of the securities of an extremely important segment of 
utility operating companies never reach the hands of the 
public. Since the equity securities representing control 
are in large measure held by holding companies, a market 
value for all of the securities of operating companies 
simply is not available. Consequently, the proposal made, 
which is predicated upon the existence of market values, 
is not susceptible of practical application. 

Assuming, however, that this practical obstacle did not 
exist, would the aggregate market value of the securities 
of a particular operating utility constitute an acceptable 
rate base?** We think not. The method would merely 
adopt the vicious-circle fallacy in rate making™ in a not 
quite so obvious form. 


72 The following table sets forth the number of companies in the ten largest 
Public Utility Holding Company Systems registered with the Securities and 
Exchange Commission: 

Utility 


Companies 
Electric Other Than Non- 
Holding and/or Gas Electric Utility Total 
Name of Holding Company Com- Com- or Com- Com- 
System panies panies Gas panies panies 
Electric Bond and Share Co. .. 8 24 31 
North American Co. ........... 11 7 19 
Standard Power & Light Co. .. 47 
Commonwealth & Southern Corp. 16 
Associated Gas & Electric Co. . 57 
United Gas Improvement Co. . 15 
Columbia Gas & Electric Corp. 1 
Middle West Corp. ........... 19 
United Light & Power Co. .... 
New England Power Associa- 


oa ao 
WWwhr 


358 138 773 


Sl a acwo 


Securities and Exchange Commission, Report of Public Utilities Division, 
Registered Public Utility Holding Companies as of March 1, 1939, p. 11. 


78 As heretofore pointed out, adding the excess of market values over original 
cost to original cost in order to arrive at a rate base is accepting aggregate 
market values of securities as the rate base. 


74 See Bonbright, 1937, II Valuation of Property, 1116 (Capitalized earnings 
in rate base determinations). Note also the following: “. . . when rates 
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It is clear that capitalized earnings could not be used 
as a rate base. On this question Bonbright states the fol- 
lowing :” 


. . . The value of a public utility system depends on earnings 
anticipated by present or prospective owners, and this anticipa- 
tion will not serve as a basis by which a court or commission may 
ascertain whether the earnings realized by any proposed rate are 
too high or too low. To attempt, therefore, to fix rates by a 
valuation of the property, in the strict sense of the word “valua- 
tion” is to put the cart before the horse. It would mean that 
rates, however exorbitant, could never be lowered if the result 
of the reduction would be to reduce the earning power of the 
company and thereby adversely to affect the outlook for future 
profits. 


We have previously seen that the market value of pub- 
lic-utility securities is determined primarily upon the 
basis of earnings.’ Consequently, the determination of a 
rate base as the aggregate market value of a utility’s se- 
curities is indirectly determining the rate base on earn- 
ings,” a procedure recognized as clearly fallacious. 


CONCLUSION 


It is almost universally agreed by impartial critics that 
the irrational doctrine of Smyth v. Ames must be aban- 
doned. In spite of the suggested solutions, however, the 
search for a satisfactory substitute must still continue. 
Since the suggested shift from “fair value” as a measure 
of the rate base to such a basis as original cost would in- 
evitably lead to lower rate bases, decreased rates, reduced 
earnings and deflated security values, in view of the tower- 
ing edifice of security values made possible by the doc- 
trinaire decisions of the Supreme Court, we need not won- 
der at that body’s hesitancy to destroy the foundation upon 
which those values rest. Now the Court’s past valuation 


themselves are in dispute, earnings produced by rates do not afford a standard 
for decision’—Los Angeles Gas & Electric Corp. v. Railroad Commission of 
California. 289 U. S. 287, 305, 53 Sup. Ct. 637, 643, 77 L. ed. 1180, 1187 (1933). 


75 JI Bonbright, supra note 27 at 1083. 
76 Supra p. 16. 


77 Might this not account for the results obtained by the application of the 
proposal to Detroit Edison Company? See supra pp. 6-13. 
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excesses militate to a considerable extent against the hope 
that it will find its own solution. 

Perhaps it is for this reason that recent discussions of 
the problem have sought to find the solution in proposed 
legislation. Then, too, the economics of the problem ren- 
der it more satisfactory for legislative rather than judicial 
treatment. The proposals for remedial legislation gen- 
erally recognize the unfairness to security holders which 
is implicit in an overnight change in the established regu- 
latory theory. Consequently, although the proposals gen- 
erally are fundamentally predicated upon the use of orig- 
inal cost as the rate base, they nevertheless recognize that 
in order to avoid hardships to investors it perhaps might 
be well to allow some additional compensation in excess 
of a fair return on original cost. 

The proposal which we have discussed herein is one of 
this character. To repeat, it provides that “new legisla- 
tion adopt original cost of the plant, present and future, 
as the rate base, but with the proviso that the excess of 
market value of the utility’s outstanding securities over 
original cost as determined under the statute shall in the 
discretion of the Commission either be added to the rate 
base or returned to the utility on an amortization basis.” 
As we have seen, however, this proposal is unsatisfactory 
because in the course of its operation a rate base might 
result which would be in excess of a rate base determined 
under the Smyth v. Ames formula. Further, it assumes 
the existence of market values for all of the securities of 
utility operating companies, when in fact such market 
values do not exist—an insurmountable practical diffi- 
culty. In addition, it is unsatisfactory because, in essence, 
one alternative of the proposal would use the market value 
of securities as the rate base when market values (where 
available) are in fact primarily determined on the basis 
of capitalized earnings. Since capitalized earnings them- 


78 Kauper, Wanted: A New Definition of the Rate Base, supra note 3 at 1239. 
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selves could not be used in determining a rate base, it fol- 
lows that market values of securities based on capitalized 
earnings would also be unsatisfactory for that purpose. 
The other alternative which involves the use of market 
values in measuring the amount of amortization to be 
permitted is objectionable for the same reason. 

No doubt a solution to the problem cannot be found 
without a consideration of economic data. It is encourag- 
ing, therefore, to find this approach to the problem gain- 
ing favor. Further proposals rooted in the economics of 
the problem will undoubtedly be forthcoming. It is 
hoped that such proposals will, upon analysis, be found 
to embrace a solution satisfactory not only to lawyers but 
to economists; proposals giving some protection to in- 
vestors but concerned primarily with the long neglected 
rate-payer. 
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PART IV 
OPPOSITION AND CANCELLATION PROCEEDINGS 
Opposition 
Section 6 of the Act of 1905 provides for publication 
in the Official Gazette of marks duly applied for and 
found to be registrable under the provisions of this Act. 
The section then provides that 


Any person who believes he would be damaged by the regis- 
tration of a mark may oppose the same by filing notice of op- 
position, stating the grounds therefor, in the Patent Office within 


thirty days after the publication of the mark sought to be reg- 
istered... . 


Section 7 reads in part as follows: 


. . . In every case of . . . opposition to registration he (the 
Commissioner) shall direct the examiner in charge of interfer- 
ences to determine the question of the right of registration to 
such trade-mark, and of the sufficiency of objections to registra- 
tion, in such manner and upon such notice to those interested 
as the commissioner may prescribe. 


The statement in section 6 that one “who believes he 
would be damaged by the registration of a mark may 
oppose the same” suggests that likelihood of damage to 
the opposer is the proper ground for opposition. Since 
no other ground upon which an opposition may be sus- 
tained is indicated in the statute, it is held that the op- 


* This is the concluding installment of this series. 
see (1940-41) 9 Geo. Was. L. Rev. 142, 317, 389. 
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poser must show that there is likelihood that he will be 
damaged, and the opposition will be sustained if he 
does so. The statute, however, does not define what 
constitutes damage within the meaning of its provisions, 
and interpretation of this term has been left to the Patent 
Office and the courts. 

In addition to determining the “sufficiency of objec- 
tions to registration,’ the examiner of interferences is 
directed to “determine the question of the right of regis- 
tration.” He may, therefore, deny registration on any 
ex parte ground that would have been proper prior to 
publication of the mark in the Official Gazette, while 
dismissing the opposition for failure of the opposer to 
show that he would be damaged by registration.*” Ina 
proper case, the examiner of interferences may hold that 
the mark is unregistrable and also sustain the opposi- 
tion.” It is not proper for the opposer to introduce 
marks registered to others in order to show that the re- 
spondent’s mark should have originally been rejected ex 
parte, and such evidence is subject to valid objection.” 
When such evidence has been introduced by the opposer 
without objection by the respondent, however, it has been 
held that it cannot properly be ignored in determining, 
ex parte, the right of registration of the respondent’s 
mark.*” 

There is no provision in the Act of 1920 for publish- 
ing marks in the Official Gazette before registering them 
under that Act, or for the filing of notices of opposition 
to the registration of marks thereunder. 


249 Illuminating Engineering Society v. Seelig Specialties Co., 42 U. S. P. Q. 
282 (1939). 

250 —% e.g., Esterbrook Steel Pen Mfg. Co. v Sheaffer Pen Co., 30 
U. S. P. Q. $20 ana Maywood Packing &. : a Olive Growers 
Assoc., 36 U. P. Q. 267 in Industrial Rayon Corp. v. American Enka 
Corp., 37 U. ¢ 'P. ‘2. 828 (1938). 

251 See, e.g., Julius Schmid, Inc. v. Beck, <" " Ss. ?. ay on (1935); Wal- 
lace Pencil Co. v. Blaisdell Pencil Co., 5 U.S. P.O H 9 


_— v. Scholl Mfg. Co., 34 U. S. P. Q. s 90 F. aay 499 (C.C. PA. 


258 Bresnick v. Kinfolks, Inc., 43 U. S. P. Q. 226 (1939). 
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Cancellation 


Section 13 of the Act of 1905 provides for procuring 
the cancellation of a registration by permitting any per- 
son “who shall deem himself injured by the registration” 
to apply to the Commissioner to have it cancelled. This 
section then states: 

If it appear after a hearing before the examiner *** that the 
registrant was not entitled to the use of the mark at the date of 
his application for registration thereof, or that the mark is not 
used by the registrant, or has been abandoned, and the examiner 
shall so decide, the commissioner shall cancel the registration. 

The limitation of the right to petition for cancellation 
of a mark to persons who shall deem themselves injured 
by its registration has been interpreted to mean that such 
persons must allege and prove only that there is /:keli- 
hood that they will be damaged by continuance of the 
mark upon the register,°* though the difference in the 
language of the provision relating to cancellation pro- 
ceedings and that relating to oppositions affords a basis 
for arguing that a different kind of showing by the peti- 
tioner is necessary in the two types of proceedings. The 
right to oppose registration has been given to “any person 
who believes he would be damaged,’ while the strict 
language of the statute gives the right to petition for 
cancellation only to a person “who shall deem himself 
injured.” It has been argued that the former provision 
refers to likelihood of damage in the future, but that the 
latter refers to actual damage already sustained. Early 
in its history as a trade mark reviewing tribunal, in the 


254 The examiner of interferences. 


255 United Shoe Mach. Corp. v. Compo Shoe Mach. Corp., 12 U. S. P. Q. 246, 
56 F. (2d) 292 (C. C. P. A. 1932) ; Vick Chemical Co. v. Thomas Kerfoot & 
Co., Ltd., 27 U. S. P. Q. 393, 80 F. (2d) 73 (C. C. P. A. 1935); Pittsburgh 
Brewing Co. v. International Trade, Finance & Export Co., Ltd., 30 U. S. P. QO. 
210 (1936); Regal Typewriter Co., Inc. v. Wholesale Typewriter Co., 30 
U. S. P. Q. 364 (1936); Pep Boys v. American Oil Co., 37 U. S. P. Q. 412 
(1938) ; American Pharmaceutical Co. v. Martin H. Smith Co., 40 U. S. P. Q. 
565 (1939); Standard Brewing Co. v. Interboro Brewing Co., 44 App. D. C. 
193 (1915). While the Regal Typewriter Co. case involved cancellation of a 
mark registered under the Act of 1920, it will be noted that the statutory right 
to petition for cancellation of a mark from the register established by either 
Act is based upon identical requirements as to injury to the petitioner. 
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case of American Cyanamid Co. v. Snythetic Nitrogen 
Products Corp.,** the Court of Customs and Patent Ap- 
peals refused to accept such a construction of the statute, 
saying: 

This court, in considering such cancellation proceedings as 
have come before it, has applied similar rules of construction as 
are applied in opposition proceedings. (Citing cases.) 

So similar in character is the nature of the proceedings that 
we have held that an issue which was or might have been raised 
or determined in an opposition proceeding constitutes res ad- 
judicata in a subsequent cancellation proceeding. (Citing cases.) 

When the petitioner in a cancellation proceeding has 
failed to make a satisfactory showing that he is likely to 
suffer damage or injury if the respondent’s mark is con- 
tinued upon the register, other matters bearing upon the 
validity of that registration will not ordinarily be con- 
sidered, and the petition will be dismissed. The differ- 
ence in the statutory provisions for opposition and can- 
cellation proceedings is recognized as material in this 
respect, and it is held that the jurisdiction of the Patent 
Office to cancel a mark after it has once been duly reg- 
istered is limited to cases in which the petitioner for can- 
cellation has shown likelihood of injury.*” 

It appears that opposition and cancellation proceedings 
should be treated alike in determining whether the peti- 
tioner has made a satisfactory showing that he is likely 
to suffer damage or injury. Unless otherwise indicated, 
the following discussion of what constitutes “damage” 
or “injury” within the meaning of the statute is appli- 
cable to both types of proceedings. The term “peti- 
tioner” will be used to designate both an opposer and a 


25613 U. S. P. Q. 421, 58 F. (2d) 834 (C. C. P. A. 1932); cf., Globe Brew- 
ing Co. v. Arrow Distilleries, Inc., 33 U. S. P. Q. 517 (1937). 


257 Armstrong Cork and Insulation Co. v. Banner Rock Products Co., 2 
U. S. P. Q. 254 (1929), aff'd, 9 U. S. P. Q. 309, 49 F. (2d) 971 (C. C. P. A. 
1931) ; United Shoe Mach. Corp. v. Compo Shoe Mach. Corp., 6. U. S. P. Q. 
121 (1930), rev’d on another point, 12 U. S. P. Q. 246, 56 F. (2d) 292 
(C. C. P. A. 1932); Vick Chemical Co. v. Thomas Kerfoot & Co., Ltd., 27 
U. S. P. Q. 393, 80 F. (2d) 73 (C. C. P. A. 1935); Molly-’es Doll Outfitters, 
Inc. v. Gruelle, 37 U. S. P. Q. 85 (1938); American Pharmaceutical Co., Inc. 
v. Martin H. Smith Co., 40 U. S. P. Q. 565 (1939) ; Maiden Form Brassiere 
Co., Inc. v. Holeproof Hosiery Co., 42 U. S. P. Q. 630, case no. 1 (1939). 
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petitioner for cancellation, when not otherwise qualified. 

Section 2 of the Act of 1920 authorized persons who 
deem themselves injured by a registration under this Act 
to petition for the cancellation thereof. The nature of 
the showing that is sufficient to sustain such a petition is 


substantially the same as in the case of a petition to can- 
cel a 1905 Act mark. 


Showing Damage or Injury 


Considerable confusion has been caused by the sections 
of the registration statutes which indicate that any mark 
may be cancelled or successfully opposed if the petitioner 
can show that he would otherwise be damaged or injured 
(see sections 6 and 13 of the Act of 1905 and section 2 
of the Act of 1920). It is important to note that the stat- 
ute is as mandatory in requiring the Commissioner to 
register marks as it is in authorizing opposition and can- 
cellation proceedings.** There is, therefore, no sound 
statutory basis for sustaining an opposition or granting 
a petition to cancel unless the mark under attack is sub- 
ject to one of the statutory bars (see section 5 of the Act 
of 1905 and section 1 (b) of the Act of 1920). In addi- 
tion to showing that the mark under attack is subject to 
one of the statutory bars, and hence unregistrable, the 
petitioner must establish his right to be heard by show- 
ing that he would be likely to suffer damage or injury 
by registration of the mark. Failure to understand these 
two fundamental requirements is probably responsible 
for much of the confusion surrounding the interpretation 
of the sections of the statute under consideration. ‘The 
first requirement should constantly be kept in mind when 
considering the following discussion of the second re- 
quirement. 

To show statutory damage or injury, the petitioner 
may rely on prior use of a conflicting mark within the 


258 Cf., Beckwith v. Commissioner of Patents, 252 U. S. 538, 544, 40 Sup. Ct. 
414, 64 L. ed. 705 (1920). 
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meaning of the confusion in trade clauses of the statutes. 
He may also rely on the fact that the respondent’s mark 
violates one of the statutory prohibitions against registra- 
tion. In the latter case, however, the petitioner must be 
using, or, at least, be in a position to use, a conflicting 
mark, symbol, or other insignia to perform the same pro- 
hibited function that renders the respondent’s mark un- 
registrable. The various circumstances which warrant a 
finding of damage or injury can best be discussed sepa- 
rately according to the following classification. 


(1) Prior Registration: 


It is well settled that, to show damage, the petitioner 
may rely entirely on ownership of a conflicting 1905 reg- 
istration granted on an application filed prior to that of 
his opponent. If he is not the original owner of the reg- 
istration, he must prove acquisition of a valid title thereto 
by assignment, but for pleading purposes, a mere allega- 
tion of present ownership has been held to be sufficient.*” 
When the petitioner has established ownership of an ear- 
lier registration, he has made out a prima facie case of 
ownership of the mark shown and described therein from 
the date the complete evidence upon which registration 
was granted was filed in the Patent Office. It is then 
incumbent upon the respondent to overcome this date by 
proving use of his mark from a time preceding the filing 
date of the petitioner’s registration. For this purpose, 
he may rely upon intrastate use, for, although it is not 
sufficient upon which to predicate federal registration, 
it is sufficient to support trade mark ownership.” He 
cannot overcome the effect of the petitioner’s earlier fil- 
ing date by attacking the original validity of the peti- 

259 Blue Buckle Overall Co., Inc. v. Empire Mfg. Co., 30 U. S. P. Q. 282 
(1936). 


260 See, Titus v. Burton v. Laddie Boy Mfg. Co. v. Davis v. Yost, 293 O. G. 
879, 1921 C. D. 97 (1921). 


261 Bushmill Wine & Products Co., Inc. v. Overbrook Co., Inc., 28 U. S. P. Q. 
34 (1935). 





550 THE GEORGE WASHINGTON LAW REVIEW 


tioner’s registration on technical grounds,” though he 
may do so by showing that the petitioner had abandoned 
his mark or was not using it at or about the time of filing 
his petition.” 

If the respondent fails to overcome the filing date of 
the petitioner’s registration, and if concurrent use of the 
marks of the parties on the goods to which they are re- 
spectively appropriated (as described in the registration 
certificates or applications, as the case may be) will “be 
likely to cause confusion or mistake in the mind of the 
public or to deceive purchasers” within the meaning of 
the confusion in trade clause of the statute, damage to 
the petitioner will be presumed, and the petition will be 
granted.** ‘The parties may introduce any competent 
evidence tending to throw light on the question of con- 
fusion in trade. A holding by the Patent Office during 
the ex parte prosecution of the respondent’s application 
that his mark does not conflict with that of the petitioner 
is not conclusive of the same question raised later in an 
inter partes proceeding. 

A petitioner may not rely on prior registration of a con- 
flicting mark under the Act of 1920 without introducing 
evidence to establish adoption and use of his mark prior 
to the respondent’s filing date, for registration under the 
Act of 1920 is not prima facie evidence of ownership.*” 
The owner of such a registration, however, does have the 


s1 Sse Safety Razor Co. v. Colgate-Palmolive-Peet Co., 29 U. S. P. Q. 

263 S. H. Kress and Co. v. Kaufmann Dept. Stores, Inc., 41 U. S. P. Q. 790 
(1939) ; Bresnick v. Kinfolks, Inc., 43 U. S. P. Q. 226 (1939); Dubonnet 
Wine Corp. v. rY Burk, Inc., 45 U. S. P. Q. 619 (1940). 

264 See e.g., S. H. Kress and Co. v. Kaufmann Dept. Stores, Inc., 41 
Uv... F. & 560 (1939). 

265 Frigidaire Corp. v. Carp & Co.’s Handelmaatschappij N. V., 29 U. S. P. Q. 
49 (1936); Cluett, Peabody & Co., Inc. v. Adelphi Shirt Co., 31 U.S. P. Q. 
162 (1936) ; Timken-Detroit Axel Co. v. Bailey & Grant, Inc, 35 U. S. P. Q. 
127 (1937); Pepsodent Co. v. Pepsinic Seltzer Co., 41 U. S. P. Q. 482, 103 
F. (2d) ~ (C. C. P. A. 1939); cf., Rous v. Winchester Co., 300 Fed. 706, 
712 (C. C. A. 2d, 1924), and Armstrong Paint & Varnish Works v. Nu-Enamel 
Corp., 305 U. S. 315, 59 Sup. Ct. 191, 83 L. ed. 195 (1938), which deny to 
registrations under the Act of 1920 any prima facie evidentiary effect in in- 
fringement suits. The practice and doctrine illustrated by the above cases is 
firmly established. 
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right to rely upon adoption and use of the mark, as indi- 
cated hereinafter, subject to the same considerations that 
would be applicable if no registration had ever been ob- 
tained.” 


(2) Prior Trade Mark Use: 


A petitioner may rely on earlier trade mark ownership 
to prove damage even though his mark has not been reg- 
istered under either the Act of 1905 or the Act of 1920, 
as where the petitioner is the owner by virtue of the com- 
mon law of a mark that conflicts with the mark sought 
to be registered by, or registered to, the respondent. The 
petitioner may establish his common law ownership, by 
proving adoption and use prior to the filing date of the 
respondent, and if the respondent cannot establish a simi- 
lar right earlier acquired, the petition will be granted. 

If the petitioner abandoned his mark at any time since 
the date upon which the respondent may rely, it is held 
that he can suffer no legal damage by registration to the 
respondent of a similar mark.*’ For the same reasons, 
if the respondent abandoned his mark subsequent to the 
date on which he acquired proprietary rights therein, 
the petitioner need only overcome the date on which the 
respondent resumed use of the mark. Apart from the 
question of abandonment, however, the petitioner must 
show that he was using the mark alleged to be owned by 
him at or about the time he filed his petition.*” 

Where the petitioner relies on prior trade mark use of 
an unregistered, conflicting mark, it is not necessary that 
such mark be subject to ownership at common law, or 


ass e. g., Forest City Mfg. Co. v. Forest Garment Co., 43 U. S. P. Q. 155 


267 Esterbrook Steel Pen Mfg. Co. v. W. A. Sheaffer Pen Co., 30 U. S. P. Q. 
320 (1936) ; Bresnick v. Kinfolks, Inc., 43 U. S. P. Q. 226 (1939). 


268 Colgate-Palmolive-Peet Co. v. Royer, 26 U. S. P. Q. 303 (1935) ; Amen- 
dola v. Forbes, 26 U. S. P. Q. 329 (1935); Tanqueray, Gordon & Co., Ltd. v. 
Gordon Distributing Co., Inc., 27 U. S. P. Q. 23 (1935) ; Elgin National Watch 
Co. v. Royal Battery Corp., 30 U. S. P. Q. 51 (1936) ; Old Monk Olive Oil 
Co. v. Southwestern Coca-Cola Bottling Co., 44 U. S. P. Q. 691 (1940). 
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that it be registrable on either of the two registers. If 
he has used it as a trade mark prior to the respondent’s 
adoption of his mark, damage will be presumed, and reg- 
istration to the respondent will be refused or cancelled 
as the case may be. Likewise, if he adopted the mark 
after it had been abandoned by the respondent and prior 
to resumption of use by him, the petition should be 
granted.*” 


(3) Prior Use Analogous to a Trade Mark Use: 


It is not essential that the petitioner have used his mark 
as a technical trade mark or that it have been affixed to 
his goods in order for him to be able to show likelihood 
of damage, though, where he has not so used the mark, 
he must show such circumstances as will warrant an af- 
firmative finding that there is likelihood that he will be 
damaged by the respondent’s use of his mark. 

There are a number of recent decisions to the effect that 
proof of “use analogous to a trade mark use” may con- 
stitute a sufficient showing of probable damage through 
confusion in trade. However, these decisions do not at- 
tempt to define what is meant by “use analogous to a 
trade mark use,” and their value is limited in this respect 
to the ruling on the particular facts involved. Use of a 
mark as a grade mark was held to be sufficient in Coshoc- 
ton Glove Co. v. Buckeye Glove Co.;*" or as a trade 
name, in John Wood Mfg. Co. v. Servel, Inc.” The 
mere use of color in a manner similar to that for which 
registration was sought by the applicant was held suf- 
ficient in Julius Schmid, Inc. v. Beck.” Use as a col- 
lective certification mark was held to be sufficient in J/- 

269 Julius Schmid, Inc. v. Beck, 27 U. S Aig 422 oe); Frigidaire Corp. 
v. Aktiengesellschaft Brown, Boverie & Cie, 29 U. Q. 213 (1936); 
Coshocton Glove Co. v. Buckeye Glove Co., 34 U. S. p> Q. 7 90 F. (2d) 660 
(C. C. P. A. 1937); Illuminating Engineering Society v. Seelig Specialties Co., 
42 U.S. P. Q. 282 (1939). 

270 oe Beverage Co. v. eae Mott % - 32 et S. P. Q. 521 (1937). 

271 34 U. S. P. Q. 64, 90 F. (2d) 660 (C.C. P. A. 1937). 


272 25 U. S. P. Q. 488 an is Fd. (2d) 946 (C. C. P. A. 1935). 
278 27 U.S. P. Q. 4 22 (19 35). 
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luminating Engineering Society v. Seelig Specialties 
Ca 

There are a number of conflicting statements in recent 
decisions as to whether mere use in advertising is suf- 
ficient upon which to predicate damage to the petitioner. 
Two decisions of the Commissioner and one by the Court 
of Customs and Patent Appeals hold that use in adver- 
tising is sufficient.” Three other decisions, one by the 
Commissioner and two by the Court of Customs and Pat- 
ent Appeals, hold that use in advertising is not analogous 
to a trade mark use, and, therefore, is not sufficient to 
support a finding of damage.*” The inconsistency, how- 
ever, appears to be in the language used in the decisions 
rather than in the law that was applied. Where the ad- 
vertising was extensive and was shown to have popular- 
ized and identified the product in the mind of the public, 
the Court of Customs and Patent Appeals found that 
there was likelihood of damage to the petitioner through 
confusion in trade. But in a later case, where such ex- 
tensive advertising was not shown, this court held that 
the likelihood of damage had not been established and 
distinguished the facts involved from those in the earlier 
case.’ Where the petitioner shows that he has used the 
mark in advertising to such an extent that the public has 
come to associate his goods with the mark, or has adver- 
tised so extensively that such a result may be presumed, 
the likelihood of damage through confusion in trade is 
apparent, and both the Patent Office and the Court of 
Customs and Patent Appeals would probably so hold. 


274 42 U.S. P. Q. 282 (1939). 


275 Holeproof Hosiery Co. v. Lerner, 27 U. P. oS 457 (1935); Frigidaire 
Corp. v. Aktiengesellschaft Brown, Boverie & Cie, 2 U. S. P. O. 213 (19%) : 
John Wood Mfg. Co. v. Servel, Inc, 25 U. S. P. Q. 488, 77 F. (2d) 946 
(Cc. C. P. A. 1). 


276 Sears, Roebuck & Co. v. Old Colony Shoe Co., 29 U. S. P. 2: 169, 82 F. 
(2d) 709 (C. C. P. A. 1936); James Buchanan & Co., Ltd. Hamburger 
Co., 36 U. S. P. Q. 268 (1938); Borg-Warner Corp. v. Easy W ashing Ma- 
chine Corp., 41 U. S. P. Q. 662, 104 F. (2d) 65 (C. C. P. A. 1939). 


277 The two cases referred to are John Wood Mfg. Co. v. Servel, Inc., supra 
note 271, and Sears, Roebuck & Co. v. Old Colony Shoe Co., supra note 275. 
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(4) Other Circumstances Indicating Damage: 


There is an apparent conflict in the decisions on the 
question whether one who has made no use of a descrip- 
tive, geographical, or similarly unregistrable mark, or 
one who has made only a private use thereof, can show 
such damage as is contemplated by the statute. In dis- 
cussing a case of this kind, the Court of Customs and 
Patent Appeals said: 


Those who are engaged in trade have the right to freely use, in 
connection with their business, terms which describe their goods, 
and they and their customers should not be handicapped in such 
use by the threat of invalid registrations, and those who are so 
engaged are warranted in taking advantage of their statutory 
right to remove such threat “at any time” when they are justi- 
fied in the belief that damage will ensue to such business by 
reason of its natural development and expansion being ham- 
pered.?"8 


The term in question in this case was “compo,” which 
was shown to be the name of a type of shoe which the 
petitioner for cancellation desired to manufacture, and 
not merely one of the numerous terms equally descriptive 
of a quality of the shoe. In other words, the term was 
generic, not merely descriptive. This fact and the follow- 
ing statements of the court indicate that the lack of any 
other satisfactory name for that type of shoe may have 
been considered an important circumstance, without 
which a different decision might have been reached. The 
court said: 
Appellant showed that in the exchange of correspondence be- 
tween its officers it had used the term “Compo” in connection 
with shoes in 1914. This, of course, was not a trade mark use 
nor a use in the trade generally, but it is of value to show that 
in connection with its business in which it was engaged at the 
time it filed its application, it was desirable to use and probably 


necessary to use this term in order to fully describe this par- 
ticular kind of shoe machinery and the product thereof. 


278 United Shoe Mach. Corp. v. Compo Shoe Mach. Corp., 12 U. S. P. Q. 246, 
56 F. (2d) 292 (C. C. P. A. 1932). However, the fact that the petitioner 
may have used the mark upon his own goods in a descriptive or geographical 
sense is not necessarily conclusive of the question whether he will be damaged 
by its registration to the respondent. Maywood Packing Co. v. Corning Olive 
Growers Assoc., 36 U. S. P. Q. 267 (1938); Simonize Co. v. Carr, 39 
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The court finally concluded: 


Under circumstances such as are shown in this case, we think 
it unnecessary for the opposer or applicant for cancellation to 
allege and prove any use of the term complained of. It is only 
necessary under such circumstances to show such interest as will 
justify the conclusion that damage to it will ensue if the use of 
such term by it or its customers in describing their goods is 
denied.?7° 


In American Mfg. Corp. v. Vanity Fair Silk Mills, 
the Commissioner applied the principles set forth above 
in ordering cancellation of the mark “Skintites” at the 
request of a petitioner who never claimed to have used 
the mark, or one resembling it, but who did claim the 
right to use the equivalent words “skintight” and “skin- 
tights” in the conduct of its business and asserted that, 
prima facie, the registration deprived it of that right. 
The Commissioner held that no further showing of dam- 
age was necessary. In a later case, however, in which 
a maker of women’s hosiery sought to prevent registra- 
tion to another of ““Ringless Yarn” for rayon yarn adapted 
to be used in making women’s hosiery, the Commissioner 
dismissed the opposition. Though holding that the mark 
sought to be registered was descriptive, and hence un- 
registrable on that ground, he said: 


Opposer has alleged no actual use, but relies upon the proposition 
that the mark is sufficiently descriptive that no use need be 
shown by the opposer. 

The notice of opposition was defective in that it failed to al- 
lege use by the opposer. 


It appears from the decisions that one may successfully 
attack a descriptive mark if he has made only a private 


U. S. P. Q. 30 (1938); cf., Regal Typewriter Co., Inc. v. Wholesale Type- 
writer Co., 30 U. S. P. Q. 364 (1936). While the latter case involved a peti- 
tion to cancel a registration under the Act of 1920, there is the same statutory 
basis for requiring a showing of injury in such a case as where the mark was 
en, or is sought to be registered, by the respondent under the Act of 


279 Here ~ court cited Model Brassiere a. Inc. v. Bromley Shepard Co., 
Inc., 9 U. S. P. Q. 238, 49 F. (2d) 482 (C. C a yt 1931). 


280 29 UJ, S. P. Q. 374 (1936). 


281 Industrial Rayon Corp. v. American Enka Corp., 3 


7 U. S. P. Q. 828 
CO. cf., Coca-Cola Co. v. Los Angeles Brewing Co., 46 U 


.s. P.O. Sz 
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use of that mark, or one confusingly similar thereto, to 
serve the same descriptive function in his business. If a 
petitioner has made no use at all of such a mark, but 
merely claims the right to do so, his showing of probable 
statutory damage is not so clear. As indicated above, there 
is strong dictum in the decisions of the Court of Customs 
and Patent Appeals to the effect that no use need be shown 
to attack a mark which is aptly descriptive of the peti- 
tioner’s product and which would naturally or perhaps 
necessarily be used in the conduct of his business. There 
is at least one recent decision by the Commissioner, how- 
ever, holding that some use by the petitioner must be 
shown. It seems that the petitioner should show some use 
of the descriptive notation, or at least a reasonable neces- 
sity of using it, if he is to place himself in a better posi- 
tion to intervene than any member of the general public. 
The same principles should govern where the mark under 
attack is geographical. 

If a petitioner for cancellation of another’s mark al- 
leges that he has attempted to register his own mark, but 
that registration thereof was refused in view of the reg- 
istration sought to be cancelled, this circumstance is suf- 
ficient evidence of injury to sustain the petition. If the 
petitioner in such a case can show prior adoption and 
use of his own mark or abandonment of the registered 
mark by the respondent, he is entitled to the cancellation 
thereof.*” 


If an opposer or petitioner for cancellation alleges 
prior adoption and use of a mark that would infringe the 
mark opposed, and he is successful in showing that his 
allegation is well founded, he has made a sufficient alle- 
gation and showing of probable damage within the mean- 


283 


ing of the statute. 


282 Glendale Beverage Co. v. Duffy-Mott Co., Inc., 32 U. S. P. Q. 521 (1937). 
283 Wallace Pencil Co. v. Blaisdell Pencil Co., 35 U. S. P. Q. 34 (1937). 
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In Colonial Williamsburg, Inc. v. Tomlinson of High 
Point,*** the petitioner was an eleemosynary institution 
organized to restore colonial Williamsburg, and its col- 
lection of 18th century furniture had become famous. 
The respondent was seeking to register “The Williams- 
burg Galleries” for furniture and had sought by its ad- 
vertising to popularize its merchandise by associating it 
with the petitioner’s exhibits, thus deliberately seeking 
to take advantage of the petitioner’s prestige. The op- 
position initiated by the petitioner was sustained on the 
theory that the respondent’s use of his mark would lead 
people to believe that his furniture was sponsored by 
the petitioner and that the petitioner would be injured 
thereby. 

In Coty, Inc. v. Joseph Dixon Crucible Co.,** the re- 
spondent was seeking to register a mark for graphite, 
and the opposer was the prior user of the same mark on 
face powder. Graphite had once been used as an in- 
gredient of face powder, but the practice was largely or 
entirely discontinued because injurious. Opposer con- 
tended that, even though the goods of the parties might 
not be of the same descriptive properties, damage would 
result to it if respondent’s mark were registered, for pur- 
chasers might take the use of the same mark on the goods 
of the two parties to indicate that opposer used graphite 
in its face power, and the reputation of opposer’s goods 
might be damaged thereby. In holding that this circum- 
stance was insufficient ground for sustaining the opposi- 
tion, the Court of Customs and Patent Appeals said: 

Trade-mark laws as a whole, and the registration laws here in- 
volved in particular were never designed to afford a remedy for 
every far fetched claim of damage. 

An opposition or cancellation proceeding may also be 
successfully maintained on the ground that the respond- 
ent’s mark is the name of the petitioner firm, corpora- 


284 40 U. S. P. Q. 563 (1939). 
Q. 


285 40 U. S. P. Q. 654, 102 F. (2d) 209 (C. C. P. A. 1939). 
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tion, or association, or constitutes such an appropriation 
thereof that confusion in trade is likely.** This ground 
for opposition or cancellation is based on the name clause 
of section 5. The right to rely on this part of the name 
clause in an inter partes proceeding is strictly limited to 
the firm, corporation, or association itself, and does not 
extend to third parties. On the theory that a corporation 
is an entity distinct from its stockholders, it is held that 
the owner of all the capital stock has no standing in his 
own name to attack another’s mark on the ground that it 
constitutes an appropriation of the corporate name,” and 
that a parent corporation cannot prevent registration, or 
attack an existing registration, of the name of one of its 
subsidiaries.“* Not only will an opposition or cancella- 


tion proceeding based upon such a showing be dismissed, 
but no ex parte rejection of the mark will be made in that 
proceeding under this part of the name clause. The 
reason given for such practice is that the right to object 
to the use of its corporate name may be waived or en- 


forced by the owner at its election, and that such use can- 
not injure another within the meaning of the statute.*” 
Presumably the same attitude would be adopted where 
the name sought to be appropriated is that of a firm or 
association rather than of a corporation. 

In contrast with the inter partes practice relating to 
names of firms, corporations, or associations is the inter 
partes treatment of marks consisting of the name of an 
individual. Where the mark attacked by an opposer is 
a surname, it is held to be proper in an opposition pro- 
ceeding to reject the mark ex parte.” If the petitioner 


286 See section entitled Statutory Bars To REGISTRATION, subsection entitled 
Names of Firms, Corporations, or Associations, supra. 

287 Bresnick v. Kinfolks, Inc., 43 U. S. P. Q. 226 (1939). 

288 Venus Foundation Garments, Inc. v. Maiden Form Pewee Co., Inc., 
42 U. S. P. Q. 340 (1939) ; Time, Inc. v. Larson, 42 U. S. P. Q. 469 (1939). 

289 Packard Motor Car Co. v. Lektro Shave Corp., 39 U. J P. Q. 165 (1938). 

290 American Tobacco Co. v. Wix, 16 U. S. P. Q. 181, 62 F. (2d) —~ 
(C. C. P. A. 1933); McCoy v. Califruit se Inc., 26 U. S. P. Q. 2 
(1935) ; John Walker & Sons, Ltd. v. W. & H . Walker, Inc., 30 U. S. P. ry 
375 (1936) ; ; Ford Motor Co. v. Windsor-Lloyd Products, Inc., 28 U. S. P. Q. 
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in a cancellation proceeding has made a sufficient show- 
ing of damage to satisfy the jurisdictional requirements, 
he should also be entitled to prevail on showing that the 
respondent’s mark consists merely in a surname.™ 


In all proceedings in which the petitioner must make 
a showing of damage, it is not sufficient for him to show 
that a third party would be damaged. The injury com- 
plained of must be one that would be suffered by the peti- 
tioner.*’ This proposition was well stated by the Court 
of Customs and Patent Appeals in United Shoe Ma- 
chinery Corporation v. Compo Shoe Machinery Cor- 
poration, as follows: 


The statute gives any person who believes he would be dam- 
aged the right to oppose, and any person who shall deem him- 
self injured the right to petition for cancellation. These pro- 
visions are very broad and should be broadly construed. Of 
course Congress did not mean to grant these rights to a mere 
intermeddler—to one who had no interest in the use of the 
term, and thereby authorize such a person to interfere in the 
affairs of others and in the business of the patent office. Cer- 
tainly the person seeking to cancel a registration or oppose an 
application for registration must have a greater interest than a 
member of the general public who by such registration suffers 
no invasion of his rights and privileges. 


Opposition and Cancellation Proceedings Under 
the Lanham Bill 


Under section 13 of the Lanham Bill, “any person who 
would be damaged by the registration of a mark” may 
file a notice of opposition, and, under section 14, any 
person who “is damaged” by a registration may petition 
to have that registration cancelled. Like the Act of 
1905, the Lanham Bill does not define what is meant by 
the term “damaged.” This matter was considered at the 


115 (1936) ; Cluett, Peabody & Co. v. Adelphi Shirt ~«" 31 U. S. P. Q. 162 
(1936) ; Frankfort Distilleries, Inc. v. Dextora Co., 36 U. S. P. Q. 297 
(1938) ; Kellogg Co. v. Hampton Cracker Co., Inc., 42 U.S. P. Q. 476 (1939). 

291 Though not —* 4 in point, the case of Mary Garden v. Parfumerie 
Rigaud, Inc., 34 U. S. P. Q. 30 (1937), is of interest. 

292 Pittsburgh tr Co. v. International Trade, Finance & Export Co., 
Ltd., 30 U. S. P. Q. 210 (1936); Bresnick v. Kinfolks, Inc., supra note 287. 

293 Supra note 278. 

5 
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hearings on the Bill,”** and it was suggested that the term 
be defined in the Bill. However, the suggestion has not 
yet been adopted. In view of the difficulty of anticipat- 
ing all the situations in which a party might be so dam- 
aged by a registration as to justify sustaining his opposi- 
tion or petition to cancel, it is probably well that no 
attempt has been made to define or limit the specific 
nature of a showing sufficient for that purpose. By omit- 
ting any definition of “damaged,” it is left to the Patent 
Office and the courts to give the term a reasonable con- 
struction, and to expand or limit it as the interests of 
justice demand. 

The Lanham Bill also retains substantially the same 
difference in phraseology that is in the Act of 1905 in 
specifying who may oppose registration and who may 
petition for cancellation of a registration.”* In view of 
the refusal of the Court of Customs and Patent Appeals 
to attach any significance to the distinction in administer- 
ing the Act of 1905, it is probable that a similar refusal 
would be made in administering the Lanham Bill should 
it become law. Since the difference in phraseology has 
caused some confusion among trade mark users and has 
been given no effect by the administrative tribunals, how- 
ever, it would seem to be desirable either to eliminate it 
from the new Act or phrase the Act so that the difference 
could no longer be ignored. 

An important change in the present law embodied in 
the Lanham Bill is the limitation of the right to petition 
for cancellation of a registered mark to ten years from 
the date of such registration, unless the mark has been 
abandoned or the registration was obtained fraudulently 
or in violation of section 2, subsections (a), (b), or (c) 
of the Bill. The Bill further provides that, after the 

294 HEARINGS, pp. 95-104. 

295 Both the present Act and the Lanham Bill, if strictly construed, would 
limit the right to petition for cancellation of a mark to one who can show, as 
a fact, that he is damaged by the registration, while permitting one successfully 


to oppose registration if it appears likely that he would be damaged in the fu- 
ture should registration be granted to the respondent. 
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period for cancellation of a registered mark has expired, 
“the right of the registrant to use his mark as theretofore 
used in commerce shall be incontestable.” In so far as 
administrative proceedings under the jurisdiction of the 
Patent Office and the Court of Customs and Patent Ap- 
peals are concerned, the effects that such a change in the 
law would produce are apparent from the Bill itself.**° 

Section 18 of the Lanham Bill provides in part as fol- 
lows: 


In every case of . . . opposition to registration . . . or ap- 
plication to cancel the registration of a mark, the Commissioner 
shall give notice to all parties and shall direct the examiner in 
charge of interferences to determine the right of registration. 


Section 19 of the Bill provides in part as follows: 


The Commissioner may refuse to register the opposed mark, 

(or) may cancel the registration of a registered mark, . . . as 

the rights of the parties may be established in the proceedings. 
The Act of 1905 contains separate, differently worded 
provisions as to what action may be taken by the Patent 
Office in opposition and cancellation proceedings, and, 
as pointed out above, this has been interpreted as author- 
izing any appropriate ex parte rejection of the respond- 
ent’s mark in an opposition proceeding while limiting 
the jurisdiction of the Patent Office to cancel a registered 
mark to situations in which the petitioner has shown that 
he is injured within the meaning of the statute. Since 
the above quoted parts of sections 18 and 19 of the Lan- 
ham Bill contain a single set of provisions defining the 
action that may be taken in both opposition and cancel- 
lation proceedings, the two types of proceedings might 
well be treated alike in this respect so that, in both, the 
examiner of interferences may determine the “right of 
registration” and the Commissioner may refuse registra- 
tion or cancel an existing registration “as the rights of 
the parties may be established in the proceedings.” It is 


will affect the right of a registrant to use his mark, or the rights of others to 
prevent its use by him. 
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unlikely that ex parte rejections would be held to be im- 
proper in opposition proceedings under the Lanham Bill, 
and there is logical reason for holding that they would 
likewise not be improper in cancellation proceedings 
under that Bill. 

That portion of the Lanham Bill relating to the sup- 
plemental register is similar to the Act of 1920 in not 
providing for publication in the Official Gazette prior 
to their registration of marks for which registration is 
sought on that register, and in not authorizing opposi- 
tions to such registrations. The Lanham Bill also in- 
cludes, with no material change in language, the substance 
of section 2 of the Act of 1920, thus authorizing the fil- 
ing of petitions for cancellation of marks registered on 
the supplemental register where such petitions would 
have been proper were the marks registered under the Act 


of 1920. 
INTERFERENCES 


Under the Act of 1905 


Section 7 of the Act of 1905 provides for interferences 
between conflicting marks as follows: 


Whenever application is made for the registration of a trade- 
mark which is substantially identical with a trade-mark appro- 
priated to goods of the same descriptive properties, for which a 
certificate of registration has been previously issued to another, 
or for registration of which another has previously made ap- 
plication, or which so nearly resembles such trade-mark, owned 
and used by another, as, in the opinion of the commissioner, to 
be likely to be mistaken therefor by the public, he may declare 
that an interference exists as to such trade-mark, and in every 
case of interference . . . he shall direct the examiner in charge 
of interferences to determine the question of the right of regis- 
tration to such trade-mark, and of the sufficiency of objections 
to registration. ... 

The commissioner . . . may refuse to register both of two in- 
terfering marks, or may register the mark as a trade-mark for 
the person first to adopt and use the mark, if otherwise entitled 
to use the same, unless an appeal is taken... . 


The above provisions authorize the declaration of an 
interference between two pending applications or be- 
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tween a pending application and a registration, provided 
the involved marks are likely to be confused by the pub- 
lic. There is no basis in the statute for an interference 
proceeding in the Patent Office between two registrations. 

Before the declaration of an interference, all prelimi- 
nary questions relating to the registrability of the in- 
volved marks must have been settled by the examiner of 
trade marks in favor of registrability, and the marks 
must have been published at least once in the Official 
Gazette,” except that where an applicant has failed to 
put his application in condition for publication or allow- 
ance within a time limit set by the examiner of trade 
marks, the interference may be declared without delay 
and the application held for revision and restriction and 
subject to other interferences after final judgment in the 
first interference.*” In either case, however, if the mark 
of an applicant involved in an interference subsequently 
appears to the examiner of interferences to be unregis- 
trable for any of the reasons for which registration might 
have been refused by the examiner of trade marks, he 
may so hold and dissolve the interference, or, if deemed 
expedient, also determine the question of priority.” 
Where two or more applications are in interference, any 
one or all of the involved marks may be held to be un- 
registrable, but there is no authority for cancelling a 
registration involved in an interference on the ground 
that it was improperly registered. 

A common ground for denying registration to an ap- 
plicant involved in an interference is that he was not the 
owner of his mark at the time he filed his application. 
Ownership of a mark is a prerequisite to its registra- 




































































































297 Rule 51, Rules of Practice. 
298 Rule 52, Rules of Practice. 


299 California , 2 oy - American Cyanamid Co., 5 U. S. P. Q. 480, 
40 F. (2d) 1003 (C. C . 1930) ; raw vy. Oakland Chemical Co., 5 
U. S. P. Q. 241, 40 F. (aa) 1006 (C. .. = >- 1930); Skookum Packers 
Assoc. v. Pacific Northwest Canning Co., 7 U. P. Q. 143, 45 F. (2d) 915 
oo. 4. FA. ret Pratt Food Co. v. Crete Minn: and Security Mills and 
Feed Co.,8 U.S P.'Q. 447, 47 F. (2d) 960 (C. C. P. A. 1931). 
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tion,*” and if it develops during the progress of an inter- 
ference that either party is not the owner of the mark 
shown in his application, or was not the owner at the time 
he filed his application, registration to such party must 
be denied whether he be junior or senior party in the 
interference." However, a prima facie case of owner- 
ship is established by the filing of an application in due 
form, and there must be sufficient evidence to overcome 
the oath of the applicant (required by section 2) in order 
that he may be held not to be owner of his mark.” If it 
sufficiently appears that an applicant was not the owner of 
his mark at the time he filed his application, registration 
to him must be refused even though he subsequently 
acquired title thereto.*” 

Since use is a prerequisite of ownership, the only way 
in which ownership of a mark can be acquired is by using 
it as a trade mark, and the right to prevail in an inter- 
ference may ordinarily be established by proving prior- 
ity of use, as indicated in the second paragraph of section 
7 of the statute.°’ A party may rely on his own use of 
his mark or on use by a third party from whom he sub- 
sequently acquired title by assignment, but he cannot rely 
upon use by a third party during the period when he al- 
leges ownership in himself.** If a party abandoned his 
mark subsequent to his first use thereof, but later re- 
sumed the former use, he has lost all right to rely on his 


304 


300 See section entitled OwNERSHIP—A PREREQUISITE FOR REGISTRATION, sub- 
section entitled Under the Act of 1905, supra. 


301 Coa be Co. v. Buckeye Glove “s 34 U. S. P. Q. 64, 90 F. (2d) 
660 (C. C 1937); Kelly Liquor a . National Brokerage Co., Inc., 
a U.S. P 56. fit 102 F. (2d) 857 (C. C PA. 1939). 


802 General Baking Co. v. Commander Senden Corp., 29 U. S. P. Q. 28, 82 
F. (2d) 427 (C. C. P. A. 1936). 


303 Dew Cosmetics, Inc. v. Comfort Mfg. Co., 42 U. S. P. Q. 388 (1939). 


304 See section entitled UsE—A PREREQUISITE FOR REGISTRATION, subsection 
entitled Under the Act of 1905, supra. 


— Brewing Co. v. Old South Brewing Co., 31 U. S. P. Q. 285 


806 ae Braeuhaus Pilsen v. Allied Brewing & Distilling Co., Inc., 
31 U. S. P. Q. 26 (1936). 
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earlier use and is restricted to the date when use was re- 
sumed.*” 


While a technical trade mark use is not necessary to 
show damage in an opposition or cancellation proceed- 
ing, only a technical trade mark use may be relied upon 
for priority purposes in an interference, for such use is 
a prerequisite of ownership. However, where the first 
to use a mark cannot prevail because his early use was 
not a trade mark use, his opponent may also not be en- 
titled to registration because the first user could prevent 
such registration in an opposition proceeding. When 
such a situation arises, the rights of the parties should all 
be determined at once by dissolving the interference and 
refusing to register the mark of either party on the 
ground that neither is the owner of the mark.*® 

A difficult problem is sometimes presented when a 
party to an interference attempts to rely on prior use of 
his mark on goods different from those specified in his 
involved application or certificate of registration. Few 
cases are to be found in which such a problem has been 
raised before the Commissioner or the Court of Customs 
and Patent Appeals, and these cases are difficult to recon- 
cile. In S. H. Kress and Co. v. Kaufmann Deft. Stores, 
Inc.,** the Commissioner was confronted with this situa- 
tion and said: 

. . . In my opinion, the prior user of a trade mark is entitled 
to its registration for goods of the same descriptive properties 
as those upon which it was first used, regardless of its attempted 
appropriation by a subsequent user for goods likewise of the 
same descriptive properties though specifically different from 
those to which the mark was originally applied by the first user. 
In other words, applicant’s prior use on hosiery of the mark 


here involved entitles it to registration for undershirts in spite 
of petitioner’s existing registration for the same goods. 


807 Bohemian Distributing Co., Ltd. v. Califruit Wineries, Inc., 28 U. S. P. Q. 
400 (1936). 


808 Coshocton Glove Co. v. Buckeye Glove Co., supra note 301; R. H. Macy 
& Co., Inc. v. Eclipse Knitting Mills, Inc., 44 U. S. P. Q. 313 (1940). 


809 29 U.S. P. Q. 303 (1936). 
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In Califruit Wineries, Inc. v. Guerrieri,”’ decided 
about a year later, the parties to an interference both 
sought to register conflicting marks for wines. One party 
sought to rely on prior use of his mark on non-alcoholic 
beverages, but it was held by the Commissioner that use 
of the mark in connection with other goods was not in 
issue and could not properly be considered, and that 
priority should be awarded to the party first to use the 
mark on wines. The two decisions cannot be reconciled 
on principle, though facts not appearing in the decisions 
may justify the contrary results reached. 

The circumstances of each case of this kind should be 
considered in determining whether prior use of the mark 
on goods different from those involved in the issue of the 
interference should enable the user thereof to prevail. 
In some instances it may be proper to dissolve the inter- 
ference and, in the case of two interfering applications, 
to refuse to register the mark of either party for the goods 
involved in the issue.** The latter result may be justi- 
fied under circumstances where each party has acquired 
such rights, and would suffer such damage by registra- 
tion to the other, that he could successfully oppose reg- 
istration to his opponent in a subsequent opposition pro- 
ceeding. The fact that the goods to which the first user 
initially applied his mark are identical with, or very 
closely related to, the goods for which the other party 
seeks registration of his mark tends to justify an award 
of priority to the first user. The fact that he promptly 
objected to the later adoption of the mark by the second 
user, who appropriated the mark as an interloper, would 
lend further support to such a holding. On the other 
hand, the fact that the goods to which the first user in- 
itially applied his mark are substantially different from 
those for which the second user seeks to register his mark, 
though of the same descriptive properties, tends to justify 
~ 8032U.S.P.Q.197(1937). 


811 The propriety of such a result is suggested by the case of Boston Rubber 
Shoe Co. v. Abramowitz, 47 App. D. C. 199 (1917). 
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a refusal to permit the first user to rely on use of the 
mark on those different goods and to warrant an award 
of priority based only on prior use on the goods involved 
in the issue of the interference. The fact that the parties 
are not in competition by reason of geographical location 
or other circumstances, and that the second user adopted 
the mark in good faith and with the knowledge and pas- 
sive consent of the first user, would further support such 
a holding. Which of the three possible holdings should 
be adopted in a particular case should be determined by 
a balancing of interests, including the interest of the pub- 
lic, with full consideration of all pertinent circumstances. 

Intrastate use is sufficient to create rights of ownership 
in a mark, and priority in an interference may be 
awarded to a party on the basis of prior use of that char- 
acter. Use in interstate commerce is a prerequisite to 
federal registration, however, and such use must have 
commenced prior to the filing of an application for the 
right of registration to exist.” When it appears that a 
party to an interference became the owner of his mark 
- by purely intrastate use before his opponent used his 
mark, but failed to make an interstate use before filing 
his involved application, the appropriate action would be 
to dissolve the interference and refuse to register the mark 
of either party (where both parties are applicants). 

Since the filing of an application is treated as prima 
facie evidence that the applicant is the owner of his mark 
at that time, a senior party to an interference may rely on 
his record date without showing any use at any time. If 
the junior party proves no use upon which he is entitled 
to rely prior to the filing date of the senior party’s appli- 
cation, and also fails affirmatively to establish abandon- 
ment by the senior party, the latter is entitled to an award 
of priority.” 


812 Bushmill Wine & Products Co., Inc. v. Overbrook Co., Inc., 28 U. S. P. Q. 
34 (1935). 


513 La Fayette Brewery, Inc. v. Rock Island Brewing Co., 32 U. S. P. Q. 
391, 87 F. (2d) 489 (C. C. P. A. 1937). 





568 THE GEORGE WASHINGTON LAW REVIEW 


The Act of 1920 makes no provision for interferences, 
and it is well settled that an application or certificate of 
registration under that Act will not be placed in an inter- 
ference. 


Interferences Under the Lanham Bill 


Section 16 of the Lanham Bill provides for the dec- 
laration of interferences under substantially the same cir- 
cumstances as the Act of 1905, with one principal excep- 
tion, namely, that a registration mark which has become 
incontestable under section 14 of the Bill shall not be 
placed in interference. Section 18 of the Bill substan- 
tially follows the language of the corresponding provi- 
sion of the Act of 1905 in stating that 


the Commissioner . . . shall direct the examiner in charge of 
interferences to determine the right of registration. 
Section 19 of the Bill, which appears to pertain to all 
three types of inter partes proceedings, provides that 


The Commissioner may refuse to register the opposed mark, 
may cancel the registration of a registered mark, or may refuse 
to register any or all of several interfering marks, or may reg- 
ister the mark for the person or persons entitled thereto, as the 
rights of the parties may be established in the proceedings. 

Sections 18 and 19 of the Bill are ambiguous in several 
respects and will require judicial review before their 
meaning can possibly become settled. Section 18 states 
what power the Commissioner shall delegate to the ex- 
aminer of interferences, but this statement does not in- 
clude the power to render any kind of a judgment. 
Section 19 gives the power to render various kinds of 
judgments to the Commissioner, but does not indicate 
that such power may be delegated to the examiner of in- 
terferences. This difference in the two sections might 
be construed to authorize the Commissioner alone to de- 
termine the nature of the judgment to be entered after 
the examiner of interferences has passed upon the right 
of registration of each of the parties, though such is not 
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the practice under the Act of 1905, which is similarly 
ambiguous. 


Section 19 gives the Commissioner the power to cancel 
a registered mark where the proceedings show that the 
registrant had no right to its registration. At present 
this can be done only in a cancellation proceeding, and 
the examiner of interferences has the power to render a 
final judgment of this character in such a proceeding 
subject to the usual appeals. The lack of any correspond- 
ence between the language of sections 18 and 19 of the 
Lanham Bill makes it impossible to determine with any 
certainty whether the Commissioner has been given juris- 
diction to cancel a registered mark involved in an inter- 
ference, or whether the jurisdiction to cancel a registra- 
tion is limited to cancellation proceedings. Because of 
the close similarity of the issues in interferences and can- 
cellation proceedings, there is no sound reason why the 
power to cancel a registered mark involved in an inter- 
ference should not be conferred upon the Patent Office. 
The granting of such power may have been intended 
when Section 19 of the Lanham Bill was written, but it 
is not possible to find any clear expression of such a pur- 
pose in the Bill, or any sound reason for holding to the 
contrary. 


The Lanham Bill follows the Act of 1920 in not pro- 


viding for placing an application for registration on the 
supplemental register in an interference. 


DURATION AND RENEWAL 
Under the Acts of 1905 and 1920 


Section 12 of the Act of 1905 fixes the duration of a 
certificate of registration at twenty years, except for trade 
marks previously registered in a foreign country, in which 
case the certificate expires on the day on which the for- 
eign registration cases to be in effect, should that event 
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occur before the expiration of the twenty year period. 

This section then states: 
Certificates of registration may be, from time to time, renewed 
for like periods on payment of the renewal fees required by this 
act, upon request . . ., and such request may be made at any 
time not more than six months prior to the expiration of the 
period for which the certificates of registration were issued or 
renewed. 

The statute requires no oath that the mark is still in 
use, but only a simple request for renewal, and an un- 
verified statement in the request that the applicant is the 
owner of the mark and has not abandoned it is accepted 
as sufficient. When this formality has been complied 
with, the applicant is entitled to receive a renewal cer- 
tificate, and such certificate has the same force and effect 
as the original.** 

The Act of 1920 does not specify any terms for regis- 
trations thereunder, and such registrations remain in force 
until cancelled on the petition of some third party. 


Duration and Renewal Under the Lanham Bill 


Section 8 of the Lanham Bill retains the twenty year 
term fixed by the Act of 1905, but with the qualification 
that the registration of a mark under the provisions of 
the Bill shall be cancelled at the end of five years follow- 
ing its date unless within three months next preceding 
the expiration of that period the registrant files an affi- 
davit stating that the mark is still in use. “If, however, 
non-use is due to special circumstances and not to any 
intention not to use or to abandon such mark, the affidavit 
shall so state, in which case the registration shall not be 
cancelled because of such non-use.” 

Section 9 of the Lanham Bill follows the substance of 
the Act of 1905 in providing for renewals, except that 
the time for filing application therefor is extended to 

314 Ewing, Commissioner of Patents v. Standard Oil Co. of New York, 42 


App. D. C. 321 (1914); Pennsylvania Co. for ~_¥. on Lives & Granting 
Annuities v. Patterson & Coane, Inc., 38 U. S. P. Q. 276 (N. J. 1938). 
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three months after expiration of the prior registration, 
and the mark must still be in use when renewal is re- 
quested. Presumably it was intended that the application 
for renewal be accompanied by a declaration under oath 
by the applicant that the mark is still being used. 

A question which is bound to arise under both section 
8 and section 9 is, what is the meaning of the phrase “still 
in use”? There is no specific requirement that the use at 
the time of renewal be in interstate or foreign commerce, 
or that it be a technical trade mark use. Since the Bill 
is intended to protect only marks used as trade marks 
and physically associated with goods (with certain spe- 
cific exceptions) ** and only marks used in interstate and 
foreign commerce,”® it appears that the use referred to 
should be construed to mean, in most cases, a technical 
trade mark use, and, in all cases, use in interstate or for- 
eign commerce. A more liberal attitude on the part of 
the framers of the Bill, however, was indicated at the 
hearings, though there was no extended discussion of this 
matter.” 

The same provision fixing the term for registrations on 
the principal register is contained in section 25 of the 
Bill dealing with the supplemental register, and section 
9 providing for the renewal of marks on the principal 
register is incorporated by reference in section 25. This 
is an important change from the Act of 1920, which the 
supplemental register is designed to replace. 


DISCLAIMERS 
Under the Act of 1905 


The practice of requiring a disclaimer of unregistrable 
matter included in a composite mark otherwise registrable 
became established in the administration of the Act of 


315 The exceptions include service and certification marks and collective marks, 
which are not trade marks in the strict sense of the word. 


316 See last paragraph of § 45 of the Lanham Bill. 
817 HEARINGS, pp. 78-79. 
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1905 without specific statutory authority. It continued 
until about 1915, when, because of two decisions by the 
Court of Appeals for the District of Columbia,”* it was 
discontinued by the Patent Office, and deletion of un- 
registrable matter was required. The disclaimer prac- 
tice was revived by the decision of the Supreme Court 
in Beckwith v. Commissioner of Patents.** In this case 
the Supreme Court reversed the decisions of the Patent 
Office and the Court of Appeals, which had denied reg- 
istration of a trade mark without deletion of certain de- 
scriptive matter, and held that a disclaimer of such matter 
without deletion would satisfy the statutory requirements 
for registration. In discussing the subject of disclaimers, 
the Court said: 


While there is no specific provision for disclaimers in the 
trade-mark statute, the practice of using them is commended to 
our judgment by the statement of the Commissioner of Patents 
that, so far as known, no harm came to the public from the 
practice of distinguishing, without deleting, non-registrable mat- 
ter in the drawing of the mark as registered, when a statement, 
forming a part of the record, was required that the applicant 
was not making claim to an exclusive appropriation of such 
matter except in the precise relation and association in which it 
appeared in the Drawing and description. 

It seems obvious that no one could be deceived as to the scope 
of such a mark, and that the registrant would be precluded by 
his disclaimer from setting up in the future any exclusive right 
to the disclaimed part of it. It seems obvious also that to require 
the deletion of descriptive words must result often in so changing 
the trade-mark sought to be registered from the form in which 
it had been used in actual trade that it would not be recognized 
as the same mark as that shown in the drawing . . . and there- 
fore registration would lose much, if not all, of its value. The 
required omission might so change the mark that in an infringe- 
ment suit it could be successfully urged that the registered mark 
had not been used,—and user is the foundation of registry 
>) oe 

The commercial impression of a trade-mark is derived from 
it as a whole, not from its elements separated and considered 
in detail. For this reason it should be considered in its en- 
tirety . . . and to strike out any considerable part of it, would 
be to greatly affect its value. 


318 Fischbeck Soap Co. v. Kleeno Mfg. Co., 44 App. D. C. 6, 216 O. G. 663 
(1915); and Nairn Linoleum Co. v. Ringwalt Linoleum Works, 46 App. D. C. 
64, 237 O. G. 919 (1917). 

819 252 U. S. 538, 40 Sup. Ct. 414, 64 L. ed. 705 (1920). 
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The Patent Office and the Court of Customs and Patent 
Appeals have relied heavily on the Beckwith case as au- 
thorizing the continuance of the disclaimer practice. In 
the case of In re American Cyanamid & Chemical 
Corp.,” the latter tribunal indulged in a long discussion 
of the Beckwith case and said: 


Since the Supreme Court held that the mark was registrable if 
the descriptive terms were disclaimed, it would seem to follow 
that in the opinion of the court the applicant was not entitled 
to register the mark unless it disclaimed the descriptive term. 
Unquestionably, if the Patent Office has a right to require dis- 
claimers (and that it does have such right seems no longer to 
be an open question), it also has the right to enforce its require- 
ments by a refusal to register in (the) event its requirements 
are not met. 


While composite marks containing both registrable 
and unregistrable matter may be registered by disclaim- 
ing the objectionable part, it is necessary that some part 
of the mark be registrable per se. If a mark consists of 
only two parts, each of which is unregistrable standing 
alone, the mark cannot be registered by disclaiming each 
part except in its relation with the other. The case of 
Ex parte Kem Card Sales Corp.™ illustrates another re- 
striction on the use of disclaimers. This case involved 
the word “Kem” displayed in association with an alleged 
fanciful design. “Kem” was held by the examiner to be 
geographical, but he had indicated that the mark might 
be registered with a disclaimer of that word. On appeal, 
the Commissioner said: 


While applicant speaks of its “composite trade mark, consist- 
ing of the term ‘Kem’ and a fanciful design,” the fact remains 
that the word dominates the mark, and to permit a disclaimer 
would be a mere evasion of the statutory bar to registration.*?* 


820 39 U. S. P. Q. 445, 99 F. (2d) 964 (C. C. P. A. 1938). 

321 [n re Midy Laboratories, Inc., 42 U. S. P. Q. 17, 104 F. (2d) 617 
(C. C. P. A. 1939). See, also, section entitled Statutory Bars To REGISTRA- 
TION, subsection entitled Combinations of Unregistrable Terms, supra. 

822 39 U. S. P. Q. 354 (1938). 


3823 Cf., Ex parte Hettrick Mfg. Co., 32 U. S. P. Q. 164 (1937), involving 
a mark dominated by the word “Edgewood.” The Commissioner held the mark 
to be unregistrable without a disclaimer because the word “Edgewood” was 
deemed to be geographical, and, though that word was the dominant feature 
of the mark, the Commissioner indicated that the mark would be registrable 
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In this case the Commissioner refused to permit a com- 
posite mark including unregistrable matter to be regis- 
tered by disclaiming such matter when the part disclaimed 
was the dominant feature of the mark. To hold other- 
wise would be to permit the use of a disclaimer to cir- 
cumvent the statutory bars to registration. This is not 
the intended use of a disclaimer nor the use approved 
by the Supreme Court in the Beckwith case. 

In the case of In re American Steel and Wire Co. of 
New Jersey, the applicant sought to register a series of 
words which were all separately unregistrable by dis- 
claiming everything but the first letter in the first word, 
which was distinctively written as an elliptical paraph. 
The Court of Customs and Patent Appeals agreed with 
the Commissioner that this would be an unwarranted ex- 
tension of the practice of disclaiming a part of a mark, 
and indicated that it would be improper to permit a dis- 
claimer of a part of a word or certain letters thereof. 

In Ex parte Midway Chemical Co.,** the Commis- 


sioner refused to permit the applicant to modify the mark 
originally shown in the drawings by the elimination of 
a fanciful, arbitrary and salient feature unless there was 
filed a disclaimer of that feature. The same question was 
before the Commissioner in the later case of Ex parte 
David,” however, and the opposite result was reached. 
The Commissioner said: 


. it is difficult to find any rational justification for requiring 
a disclaimer of matter that will not appear in the certificate of 
registration. To do so may conceivably prejudice an applicant’s 
common law rights, and is in my opinion both unauthorized and 
unnecessary. 


In view of the present attitude toward estoppel by dis- 
claimer,*” the latter decision appears to be more reason- 
able. 


with a disclaimer of the a gi ~~, See the more recent case of Ex 
parte Arnold Schwinn & Co., 45 U. S. P. Q. 361 wey however. 

324 28 U.S. P. Q. 348, 81 F. (2d) 397 “C. C. P. A. 1 936). 

825 33 U. S. P. Q. 415 (1937). 

826 35 U. S. P. Q. 126 (1937). 

327 See section entitled Estoprer, AND LACHES, infra. 
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Disclaimers Under the Lanham Bill 


Section 6 of the Lanham Bill specifically authorizes the 
Commissioner to require that unregistrable matter be dis- 
claimed when registration is sought on the principal reg- 
ister. Except as indicated in the section entitled ESTOPPEL 
AND LACHES, infra, however, the Bill will not bring 
about any significant change in the present disclaimer 
practice. 
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ABANDONMENT 
Under the Acts of 1905 and 1920 


The Acts of 1905 and 1920 do not mention abandon- 
ment, and the effect thereof in the various types of regis- 
tration proceedings has been developed from common 
law and equitable principles by the decisions of the Patent 
Office and the courts. 

One may not register a mark which he is not using at ' 
the time of filing his application, and if he is using it 
at that time, any prior abandonment thereof is imma- 
terial to his ex parte right of registration. The simple re- 
quirement of use at the time of filing an application is a 
sufficient restriction upon the right of registration in so 
far as ex parte problems are concerned, and the subject 
of abandonment generally becomes of interest only in 
inter partes proceedings in which it is necessary to resolve 
the conflicting claims of two or more parties. 

To be available as a defense or ground for interven- 
tion by way of an opposition or cancellation proceeding, 
abandonment must be clearly established. Mere non- 
use of a mark generally does not of itself amount to aban- 
donment. If non-use is accompanied by a clearly estab- 
lished intention to abandon, however, the abandonment 
is complete. While there are numerous decisions stating 
that proof of an intention to abandon is essential,*** such 










828 See e.g., Saxlehner v. Eisner & Mendelson Co., 179 U. S. 19, 21 Sup. 
Ct. 7, 45 L. ed. 60 (1900); Baglin v. Cusenier Co., 221 U. S. 580, 31 Sup. Ct. 
669, 55 L. ed. 863 (1911); Wallace & Co. v. Repetti, Inc., 266 Fed. 307 
6 
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statements require explanation. The principal of aban- 
donment is an equitable one, and, at least in registration 
proceedings, its application is not generally restricted by 
a close adherence to rules requiring proof of a subjective 
intention to abandon. Such an intention is rarely capable 
of proof by direct evidence in the absence of an admis- 
sion, and it is, therefore, essential to the ends of justice 
that the necessary intention may be inferred from the 
circumstances surrounding cessation of use of a mark. 
Whether abandonment is viewed as requiring a subjective 
intention to abandon or as requiring merely conduct 
which causes or permits the mark to lose all significance as 
an indication of source, substantially the same facts must 
be examined to determine whether ownership of the mark 
has been lost. The latter requirement, which may be 
called the objective test, is supported by considerable au- 
thority,” and it can generally be relied upon to lead to 
the proper result when clear proof of a subjective inten- 
tion to abandon is lacking.**” 

When an opposer or petitioner for cancellation relies 
upon prior use of a mark to defeat an applicant or a reg- 
istrant, the latter need not always show a technical aban- 
donment by the former in order to prevail. It is well 
settled that an opposer or petitioner for cancellation must 
be using his mark at or about the time of filing his peti- 
tion in order to be damaged within the meaning of the 


(C. C os 2d, re Chrysler Co, v. Trott, 29 U. S. P. Q. 363, 83 F. (2d) 
302 (C. C . P. A, 1936). 


829 Levering ito Co. v. Merchant’s Coffee Co., 39 App. D. C. 151, 1912 

C. D. 547 et McKesson & Robbins, Inc. As Charles H. Phillips Chemical 
Eo. 10 U. S. P ‘Q. 214, 53 F. (2d) 342 (C. C. A. 2d, 1931); Colgate-Palm- 
olive-Peet Co. v. Royer, 26 U. S. Q. 303 3 (1 935) ; Golenpaul v. Rosett, 
45 U. S. P. Q. 45, 18 N. Y. S. (2d) 889 (1940) ; —— wo Pub- 
lishing Co. v. Ziff-Davis Publishing Co., 47 U. S. P. Q. 134 (1940). 


830 Note (1930) 30 Cot. L. Rev. 695. This test seems to be the only proper 
one in those cases where the issue is whether a mark has lost its trade mark 
significance as an indication of origin ——— universal Fg 3 use to identify 
a kind of product rather than its source ee, Singer Mfg. Co. v. June Mfg. 
Co., 163 U. S. 169, 16 Sup. Ct. 1002, 41 L. ed. 118 (fs); ‘DuPont Cellophane 
Co., Inc. v. Waxed Products Co., Inc. 30 U. S. P. Q. 332, 85 F. (2d) 75 
(C. C. A. 2d, 1936); Kellogg Co. v. National Biscuit Co., 305 uP S. 111, 59 
Sup. Ct. 109, 83 L. ed. 73 (1938). 
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statute.*** Thus, where an opposer had not used the mark 
upon which it was relying for a period of six years prior 
to the filing of its notice of opposition, and the reasons 
for such non-use were mere matters of economic expedi- 
ency, the Commissioner held that the good will in con- 
nection with the opposer’s mark, if any, was such that the 
damage caused by its invasion was “too slight, too remote, 
and too speculative to fall within the statute.” In ex- 
planation of his position, the Commissioner said: 


Surely the statute does not contemplate as “damaged” one who 

holds nothing more than slumbering right (rights) which may 

or may not be exercised at some indeterminate future date. 

Rather, it is believed the act deals with real immediate injury 

as contrasted with conjectural, speculative, remote damage.**? 
If the opposer in such a case should resume the use of its 
mark, its rights would depend upon whether such disuse 
had worked an abandonment, and until resumption of 
use actually takes place, the opposer’s rights may be con- 
sidered as suspended and may be defeated without a find- 
ing of technical abandonment.” 

The question of abandonment has been handled in an 
interesting manner in a large number of cases involving 
liquor trade marks which were not used by their owners 
during the prohibition period. Many of these cases in- 
dicate an attempt by the Patent Office and the Court of 
Customs and Patent Appeals not to permit the registra- 
tion statutes to be used as an aid in the piracy of the good 
will formerly attached to those marks.** For example, 
where an opposer showed use of its mark from 1902 until 
prohibition and resumption of that use with reasonable 
promptness after repeal, the Commissioner held that any 


831 See section entitled OpposITiIon AND CANCELLATION PROCEEDINGS, sub- 
section entitled Showing Damage or Injury, (2) By Prior Trade Mark Use, 


upra. 

882 Colgate-Palmolive-Peet Co. v. Royer, supra note 329; cf., American 
Photographic Publishing Co. v. Ziff-Davis Publishing Co., supra note 329. 

338 Wiegel Candy Co. v. Brown & Haley, 137 Ms. D. 350, 11 T. M. Rep. 248 
(Comr. 1921), cited with approval in Colgate-Palmolive-Peet Co. v. Royer, 
supra note 329. 

834 For a more extended analysis of the problems raised by these cases, see, 
Mack & Milans, Legal Status of Liquor Trade Marks Since Repeal (1934) 
2 Geo. Was. L. Rev. 415. 
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intention to abandon is negatived.** The Court of 
Customs and Patent Appeals indicated in two different 
cases that it was in sympathy with this view, but it re- 
fused to recognize the validity of an attempted assign- 
ment during the period of non-use on the ground that 
there was no good will at that time to be transferred with 
the mark.**° Where the corporation that used the trade 
mark prior to prohibition has gone out of business, sold 
its assets, and given up its corporate charter, the Commis- 
sioner has held that such acts amount to abandonment of 
the trade mark, and that organization of a new corpora- 
tion by the old stockholders after repeal is not sufficient 
basis for finding continuity of ownership.*” 


Abandonment Under the Lanham Bill 


Section 45 of the Lanham Bill defines “abandonment” 
as follows: 


A mark shall be deemed to be “abandoned”— 

(a) When its use has been discontinued with intent not to 
resume. Intent not to resume may be inferred from circum- 
stances. Discontinuance of use for two years shall be prima 
facie abandonment. 

(b) When any conduct of the registrant causes the mark to 
lose its significance as an indication of origin. 


Presumably, the above provision would be applicable to 
any mark, whether registered or not (see Sec. 45) though 
the use of the term “registrant” in paragraph (b) creates 
some uncertainty in that connection. However, unless 
the same rule is applied in all cases, considerable confu- 
sion would inevitably result, and it is unlikely that the 
application of the provision would be restricted to reg- 
istered marks. 

835 James Martin & Co., Ltd. v. Casazza & Bro., 27 U. S. P. Q. 424 > bani ; 


Hiram Walker & Sons, Ltd. v. Imperial Distilling Corp., 28 U. S. 
(9506 . sah” , Jesse Moore Hunt Co., Ltd. v. United Distillers, Ltd., 29 U. S. P..Q. 

336 La Fayette Brewery, Inc. v. Rock ans Brewing Co., supra note 313; 
Kelly Liquor Co. v. National Brokerage Co., Inc., supra note 301. 

887 Bohemian Distributing Co., Ltd. v. Califruit ‘Wineries, Inc., 28 U. S. P.Q. 
400 suk Califruit Wineries, Inc. v. Citrus Juice & Flavor Co., Ltd., 32 
U.S. P. Q. 59 (1936); cf., Y. C. Yochim & Ca. iy: v. Oldetyme Distillers, 
Inc. v. Petroleum Products Storage Co., 28 U. S. P . 0. 87 (1935). 
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The provision that non-use for two years shall raise a 
prima facie case of abandonment will place upon the 
party guilty of non-use of his mark for such period the 
burden of showing circumstances which will, as a matter 
of law negative any presumption of abandonment. The 
provision should simplify the adjudication of those cases 
in which the question of abandonment must be decided, 
and it will place the burden of proving the controlling 
facts upon the one most likely to possess knowledge of 
them and the ability to prove them. The effect should 
be to assist materially in the dispensing of justice. Except 
for this change, the definition of abandonment appears 
to be but a codification of the law now existing by the 
weight of authority. 

Paragraph (b) of the abandonment provision in sec- 
tion 45 probably refers to cases where the owner of a 
mark fails to prevent or avoid universal generic use of 
the mark to identify a kind of product rather than its 
source. Such conduct by a trade mark owner amounts 


to abandonment at common law and would probably be 
so treated in registration proceedings under the Acts of 


1905 and 1920. 


ESTOPPEL AND LACHES 
Under the Acts of 1905 and 1920 


The doctrine of estoppel has but little application to 
the various types of registration proceedings, and the 
situations in which it is applicable exist independently 
of the statute. 

Registration of a mark under the Act of 1920 has been 
held to estop the registrant from obtaining a subsequent 
registration of the same mark for the same goods under 
the Act of 1905.°° In Ex parte Railley Corp. an ap- 


3388 Fx parte Standard Oil Co., 151 Ms. D. 826, 19 T. M. Rep. 28 (Comr. 
1928) ; Ex parte Duplex Printing Press Co., 12 U. S. P. Q. 424 (1932); cf., 
Burgess Battery Co. v. McCrory Stores Corp., 45 U. S. P. Q. 359 (1940). 


339 42 U.S. P. Q. 472 (1939). 
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plicant for registration of a mark under the Act of 1905 
was held to be barred by estoppel to assert that the mark 
was not descriptive where it had been previously regis- 
tered by the applicant’s predecessor in title under the 
Act of 1920, the latter having acquiesced at that time in 
a refusal of the Patent Office to grant registration under 
the Act of 1905. This case is significant in that it held 
that the estoppel ran not only against the original appli- 
cant, but also against a subsequent assignee. 

Registration of a mark under the Act of 1905 with a 
disclaimer of part of the mark shown and described is 
held to create a similar estoppel barring the applicant or 
his assigns from subsequently obtaining registration of 
the disclaimed part under that Act.“ The Beckwith 
case*™ contains an expression of the Supreme Court’s at- 
titude as to the effect of a disclaimer, which seems to be 
the basis for this doctrine of estoppel. The Court said 
that “the registrant would be precluded by his disclaimer 
from setting up in the future any exclusive right to the 
disclaimed part...” of the mark. 

The case of In re Continental Oil Co.,” decided by the 
Court of Customs and Patent Appeals, involved an es- 
toppel based on a prior disclaimer and was decided in 
conformity with the view expressed by the Supreme Court 
in the Beckwith case. In an earlier application for reg- 
istration of a composite mark, the applicant had dis- 
claimed the words sought to be registered in the applica- 
tion involved in the appeal, the disclaimer having been 
filed after the examiner had held the words in question 
to be descriptive. The applicant had stated in the dis- 
claimer that it “did not waive any common law trade 
mark rights” to the words themselves. The Court of 


840 Warner-Patterson Co. v. Malcomb, 5 U. S. P. Q. 72, 39 F. (2d) 274 
(C. C. P. A. 1930); Fashion Park Associates, Inc. v. Johnson-Stevens & 
Shinkle Shoe Co., 9 U. S. P. Q. 217 (1931); In re Canada Dry Ginger Ale, 
Inc., 32 U. S. P. Q. 255, 87 F. (2d) 736 (C. C. P. A. 1937); cf., HyVis Oils, 
Inc. v. Petroleum Products Storage Co., 28 U. S. P. Q. 87 (1935). 

341 Supra note 318. 


342 24 U. S. P. Q. 373, 75 F. (2d) 217 (C. C. P. A. 1935). 
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Customs and Patent Appeals held the applicant estopped 
to deny that the words formerly disclaimed were descrip- 
tive in so far as its registration rights were concerned, 
saying: 
Two courses were open to appellant in the prior registration 
proceeding. First, it might have appealed and secured a judicial 
determination as to the descriptiveness of the words banned by 
the tribunals of the Patent Office, or it might have erased, or 
removed, the words from its composite mark and applied for 
their registration in a separate application. 

Not having taken either of these courses, but having chosen 
to retain the words as a part of the mark, with the recited dis- 
claimer, we think that, under the doctrine of the Beckwith case, 
supra, appellant is now precluded from setting up any exclusive 
right to the disclaimed part of its registered mark. 

There is no real necessity for holding that a disclaimer 
is Operative as a waiver of all past, present, and future 
common law rights in the disclaimed matter, for it gen- 
erally signifies merely that the registrant has acquiesced 
in a holding that the matter is unregistrable under the 
Act of 1905, and it is not believed that the Supreme Court 
meant by its dictum in the Beckwith case that a disclaimer 
should work a forfeiture of any common law rights. This 
view is in harmony with the practice of the Patent Office 
not to treat a disclaimer in a 1905 registration as a bar 
to registration under the Act of 1920. The practice 
amounts to an acknowledgment that common law rights 
in such matter may still exist. 

A different kind of estoppel was urged by an applicant 
against an opposer in the case of Montag Bros., Inc. v. 
Atlas Paper Box Co.** There was evidence that the op- 
poser at one time consented to the applicant’s use of the 
mark, which the applicant later sought to register in his 
involved application. When registration of the mark 
was opposed, the applicant contended that such consent 
should operate to estop the opposer from objecting to reg- 
istration of the mark. Applicant’s contention was over- 
ruled on the authority of Skookum Packers Assoc. v. 


843 42 U. S. P. Q. 528 (1939). 
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Pacific Northwest Canning Co.,*** which held that an op- 
poser’s consent to the use of a mark by another does not 
create such an estoppel and cannot nullify the confusion 
in trade clause of the statute. 

Estoppel on the ground of res judicata is occasionally 
encountered in various types of registration proceedings. 
It is well settled as a general proposition that, once an 
issue between two parties has been litigated, the same 
matter will not be reinvestigated in a later contest be- 
tween the same parties. This proposition has been ap- 
plied in holding that dismissal of an opposition proceed- 
ing, followed by an unsuccessful appeal or no appeal, 
will estop the opposer from later petitioning for cancel- 
lation of the same registration.*° The situation may also 
occur in which a cancellation proceeding will constitute 
res judicata the issue of a subsequent opposition proceed- 
ing between the same parties.**° 

In the various types of registration proceedings, the 
effect of the doctrine of laches on the statutory privilege 
of asserting trade mark rights against others has had a 
very uncertain development. Shortly after passage of 
the Act of 1905, mere laches or delay by a party in as- 
serting his rights to a mark against others who were using 
it or a similar mark, on the same or similar goods, was 
held not to estop him from later asserting those rights 
in an interference, opposition, or cancellation proceed- 


ing.” Between about 1918 and 1930, a number of cases 


3447 U. S. P. Q. 143, 45 F. (2d) 792 (C. C. P. A. 1930); see also, Mary 
Garden v. Parfumerie Rigaud, Inc., supra note 291; cf., Vacuum Oil Co. v. 
Wofford Oil Co., 6 U. S. P. Q. 207 (1930); Pennzoil Co. v. Pennsylvania 
Petroleum Co., 20 U. S. P. Q. 325 (1934), aff'd, 27 U. S. P. Q. 344, 80 F. (2d) 
67 (C. C. P. A. 1935). 

3457. & B. Cohen, Bomzon & Co., Inc. v. Biltmore Industries, Inc., 34 
U. S. P. Q. 60, 90 F. (2d) 369 (C. C. P. A. 1937); E-Z Mills, Inc. v. Martin 
Bros. Co., 37 U. S. P. Q 199, 95 F. (2d) 269 (C. C. P. A. 1938). 

346 Aktiengesellschaft fur Feinmechanik vormals Jetter & Scheerer v. Kny- 
Scheerer Corp., 33 U. S. P. Q. 240 (1937). 


347 John T. Lewis & Bros. Co. v. Phoenix Paint & Varnish Co., 134 O. G. 
1049, 1908 C. D. 128 (1908), aff'd 32 App. D. C. 285, 1909 C. D. 303 (1909) ; 
E. T. Fraim Lock Co. v. Reading Hardware Co., 140 O. G. 255, 1909 C. D. 29 
(1909) ; Keasbey & Mattison Co. v. Woven Steel Hose & Rubber Co., 108 
Ms. D. 141, 4 T. M. Rep. 134 (Comr. 1914). 
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were decided in which laches was held to constitute an 
estoppel in each of the three types of inter partes proceed- 
ings.**° 

In Cluett, Peabody & Co., Inc. v. Wright,“ decided 
in February, 1931, the Court of Customs and Patent Ap- 
peals reversed the decision of the Commissioner, who 
had applied the doctrine of laches against a petitioner 
for cancellation of another’s registration. In holding 
laches to be no defense to a petition for cancellation, the 
court relied upon the language of the statute giving the 
right to bring such a proceeding “at any time.” ** Since 
this decision, the Commissioner has refused to apply the 
doctrine of laches against a petitioner for cancellation, 
and he has held that, by analogy, it cannot be a defense 
in an opposition proceeding.** Both the Commissioner 
and the Court of Customs and Patent Appeals have in- 
dicated that even such acquiescence and delay as would 
prevent a party from obtaining injunctive relief against 
use of his mark by an interloper will not be applied 
against such party in a proceeding brought by him to pre- 
vent or cancel a registration by the interloper.*” 

In spite of the statements in numerous recent decisions 
that laches will not be considered in opposition and can- 
cellation proceedings, there is little question but that de- 

















348 W. S. Nott Co. v. National Carbon Co., 126 Ms. D. 33, 8 T. M. Awa 
275 (Comr. 1918); Victor Stove Co. v. Hall Neal Furnace Co., 58 App. D. C. 
65, 24 F. (2d) 893 (1928); Same, 58 App. D. C. 66, 24 z (2d) 304° (1928) ; 
F. B. Chamberlain Co. v. Chase & Sanborn, 156 Ms. D. 2, 19 T. M. Rep. 216 
(Comr. 1929). 


3498 U.S. P. Q. 344, 46 F. (2d) 711 (C. C. P. A. 1931). 


350 See also, Proctor & Gamble Co. v. J. L. Prescott Co., 25 U. S. P. Q. 252, 
77 F. (2d) Fs i C. P. A. 1935); Pennsylvania Petroleum Co. v. Pennzoil 
Co., 27 U. S. P. Q. 344, 80 F. (2d) 67 (C.C. P. A. 1935); E-Z Mills, Inc. 
v. Martin Bros. Co., supra note 345; Dwinell-Wright Co. v. White House 
Milk Products Co., 37 U. S. P. Q. 339 (1938), aff'd, 45 U. S. P. Q. 444, 111 
F. (2d) 490 (1940). 


351 Velogen, Inc. By ae 9 U.S. P. Q. 251 (1931); cf., Vacuum Oil Co. v. 
Wofford Oil Co., 6 U. P. Q. 207 (1930); Pennzoil Co. v. Pennsylvania 
Petroleum Co., supra ot "344; Buckeye Brewing Co. v. Burger Bros. Co., 28 
us ee 235 (1936). 

352 California Packing Corp. v. Maney Milling “ 3 U 


Q. 118 
(1935) ; Abell v. Beatrice Creamery Co., 27 U. S. P . Q. 348, 9 F (24) ri 
cc. €. 'P. A. 1935). 
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lay in asserting rights has a persuasive effect in close cases 
turning on matters of opinion.” 

Where both parties to an interference were applicants, 
and each was guilty of failure to assert its rights against 
the other during many years of concurrent use of the 
marks in issue, the Commissioner refused to register the 
mark of either party.** When this case was appealed, 
however, the Court of Customs and Patent Appeals stated 
by way of dictum that one who had no knowledge of the 
use of a mark by another should not be refused registra- 
tion of his mark on the ground of laches.** In view of 
the close analogy between interferences, on the one hand, 
and opposition and cancellation proceedings on the other, 
it is probable that the Court of Customs and Patent Ap- 
peals would refuse to apply the doctrine of laches as the 
sole ground for refusing to register the mark of an inter- 
ferant. However, it is not unlikely that laches would 
be treated by this court as one element entitled to weight 
in deciding certain questions occasionally arising in in- 
terferences which require a balancing of interests and 
equities.’” 


Estoppel and Laches Under the Lanham Bill 


As pointed out above,*” section 27 of the Lanham Bill 
provides that registration on the supplemental register, 
or under the Act of 1920, shall not preclude subsequent 
registration on the principal register. This section of the 
Bill is designed to eliminate the estoppel now held to 
exist against a party seeking registration under the Act 


of 1905 of a mark which he previously registered under 
the Act of 1920. 


358 See, e. g., Gerstendorfer Bros. v. United Supply Co., 58 App. D. C. 792, 
26 F. (2d) (1928). 

354 Etablissements Rene Beziers Societe Anonyme v. Reid, Murdock & Co., 
3 U. S. P. Q. 210 (1929), aff'd, see infra note 355. 

355 Etablissements Rene Beziers Societe Anonyme v. Reid, Murdock & Co., 
9 U.S. P. Q. 231, 48 F. (2d) 946 (C. C. P. A. 1931). 

856 See section entitled INTERFERENCES, supra. 

357 See section entitled WHat Is A REGISTRABLE TRADE MARK? subsection 
entitled Non-Technical Marks Under the Lanham Bill, supra. 











TRADE MARK REGISTRATION—LANHAM BILL 585 






Section 6 of the Lanham Bill, which authorizes re- 
quiring disclaimers of unregistrable matter included in 
applications for registration on the principal register, is 
designed to modify the doctrine of estoppel initiated by 
the Supreme Court’s dictum in the Beckwith case.** The 
pertinent portion of this section is as follows: 

. such disclaimers shall not prejudice or affect the appli- 
cant’s or owner’s rights then existing or thereafter arising in 
the disclaimed matter, nor shall such disclaimer prejudice or af- 
fect the applicant’s or owner’s right of registration on another 


application of later date if the disclaimed matter has become dis- 
tinctive of the applicant’s goods.**® 














It was necessary to eliminate these two types of estop- 
pel in order to encourage registration on the supplemental 
register, and to safeguard the advantages of section 2 (f) 
of the Bill which authorizes the registration of non-tech- 
nical marks which have become distinctive of the appli- 





















l cant’s goods. If a party registers a non-technical mark 
t on the supplemental register, or on the principal register 
with a disclaimer of the unregistrable matter, and the 
1 mark subsequently acquires distinctiveness as an indica- 
tion of origin, he can then register the mark on the prin- 
cipal register under section 2 (f) of the Bill without any 
disclaimer. 
I Section 14 of the Bill specifically prohibits the asser- 
'y tion of stale claims by a petitioner for cancellation by 
" providing that a mark shall become incontestable for 
“ many purposes ten years after its registration.” In addi- 
eo tion, section 19 (a) provides that “in all inter partes 
- proceedings the doctrine of laches and acquiescence, 
™ where applicable, shall be considered and applied.” 
= What was intended to be included by the quoted language 
92, 









is not clear, but, presumably, the principles applied in 






358 Supra note 318. 
359 For a good discussion of this section, see HEARINGS, pp. 61-63. 


_ 360 See section entitled OpposITiIon AND CANCELLATION PROCEEDINGS, subsec- 
tion entitled Opposition and Cancellation Proceedings Under the Lanham Bill, 
supra. 
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infringement and unfair competition proceedings to de- 
termine the rights of parties to use a mark were contem- 
plated. The provision would appear to be intended to 
revive the rules applied by the Commissioner in opposi- 
tion and cancellation proceedings prior to the case of 
Cluett, Peabody & Co., Inc. v. Wright, supra, and per- 
haps, to broaden those rules. 


REGISTRATION BY HONEST CONCURRENT USERS 
UNDER THE LANHAM BILL 


Section 17 of the Lanham Bill provides: 


If after due proceedings, it shall appear that there has been 
in commerce an honest concurrent use of the same or similar 
marks for the same or similar goods or services for a period 
of more than five years immediately preceding the date of a pend- 
ing application by one of such users for the registration of one 
of such marks, without protest by any other such user within 
such period, the Commissioner, or on appeal the United States 
Court of Customs and Patent Appeals, or the court in an action 
begun under the provisions of section 4915, Revised Statutes, 
may grant more than one registration of such marks, subject to 
such conditions and limitations, if any, as to mode or place of 
use of such marks as the Commissioner or such courts, or either 
of them, may require in order to minimize the probability of con- 
fusion arising from the concurrent use of such marks. 


Should the Lanham Bill be passed in its present form, 
the above quoted provision would be an innovation in the 
federal trade mark statutes. Its apparent purpose is to 
permit multiple registration for the same or confusingly 
similar marks where each of two or more users has ac- 
quired a limited common law trade mark right. For 
example, in the case of concurrent bona fide use in dif- 
ferent geographical areas by different persons, neither 
user could extend the use of his mark into the territory 
in which the other was using the same or a confusingly 
similar mark, nor could he enjoin that other’s use of his 
mark in that territory; but each user could prevent the 
use of a conflicting mark in his own territory by all per- 
sons who could not show priority of adoption and use in 
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that territory.“ The section of the Lanham Bill under 
consideration would permit each of two such parties to 
register his mark, with such restrictions as to the geo- 
graphical area protected thereby as the Commissioner or 
a court might see fit to impose to avoid confusion in trade. 

By requiring an “honest” concurrent use as a condition 
precedent to multiple registration, the Lanham Bill ex- 
tends the privilege of such registration to a late comer 
who adopted his mark in good faith without knowledge 
of prior use of the same or a confusingly similar mark 
by another in a different geographical area, but does not 
permit trade mark piracy through mala fide concurrent 
use. The privilege of multiple registration might also be 
extended where the concurrent use was not in different 
geographical areas, but was merely on different goods 
of the same descriptive properties and was confined to 
different classes of trade. 

It is difficult to predict what liberality will be exer- 
cised in applying the section under consideration. It 
confers broad discretionary power on the Commissioner 
or a court of review by stating that more than one regis- 
tration “may” be granted, subject to “such conditions and 
limitations” as the Commissioner or courts of review may 
require in order to minimize the probability of confusion. 
The effectiveness of this section in extending the benefits 
of registration to conform more closely with the protec- 
tion afforded by the common law will be determined by 
the wisdom with which the broad discretionary power 
granted is exercised. If carelessly administered, any pro- 
vision for multiple registration would necessarily cause 
considerable confusion of both the public and registrants. 

From a procedural standpoint, little can be said of the 
section, since it merely requires “due proceedings” before 
the granting of multiple registration. ‘The hearings on 
Sup. Ct. 357, 60 L. ed. 713 (1916) ; United Drug Co. v. Theodore Rectanus 


Co., 248 U. S. 90, 39 Sup. Ct. 48, 63 L. ed. 141 (1918); see also, DERENBERG, 
TRADE-MARK PROTECTION AND UNFAIR TRADING (1936) pp. 450, et seq. 
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this section, and the language of the section itself, sug- 
gest that the right of multiple registration could be de- 
termined concurrently with the issues of any of the several 
types of inter partes proceedings in which each of the 
concurrent users might be involved, and that the losing 
party in such proceedings might raise the issue of mul- 
tiple registration for the first time on appeal. 

There is an apparent inconsistency between section 17 
and section 1 (a) of the Lanham Bill which is likely to 
give rise to some confusion on the part of applicants. 
Section 1 (a) is devoted to the requirements for the filing 
of a proper application for trade mark registration, and 
subsection 1 of this section requires a written, verified 
statement by the applicant that he believes himself to be 
the owner of the trade mark sought to be registered and 
that “no other person, firm, corporation or association, 
to the best of applicant’s knowledge and belief, has the 
right to use such trade mark in the United States either 
in the identical form or in such near resemblance thereto 
as might be calculated to deceive....” Section 17, how- 
ever, will undoubtedly be treated as creating an excep- 
tion to the requirements of section 1 (a), subsection 1, 
and a modified oath accepted in applications for regis- 
tration as an honest concurrent user in cases where a spe- 
cial application for that purpose, or a special oath, is 
required. 


ASSIGNMENTS 
Section 10 of the Act of 1905 provides 


That every registered trade-mark and every mark for the reg- 
istration of which application has been made, together with the 
application for registration of the same, shall be assignable in 
—— with the good will of the business in which the mark 
1s used. 


The theory adhered to by most courts and legal writers 
is that a trade mark must be treated as an appurtenance 
to an existing business, and that it can have no separate 
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legal existence.” It is a necessary conclusion from this 


theory that a trade mark cannot alone be the subject of 
an assignment. 

Section 10 of the Act of 1905 impliedly makes ineffec- 
tive any attempted assignment of a registered trade mark, 
or a mark for which an application for registration has 
been filed, if the instrument does not include the good 
will of the business in connection with which the mark is 
used. It is well settled that the good will of the business 
must accompany an assignment of such a mark.** But 
it is not enough that the instrument recites the transfer 
of both the mark and the good will. The evidence must 
show that there was an existing business utilizing the 
mark at the time of the transfer so that there could be a 
good will capable of being transferred.** As a matter 
of practice it is difficult to state just what must be done 
to transfer legally the good will of a business. Of course, 
transferring the property and assets of a business along 
with the mark is sufficient in most instances, but continu- 
ance of the former business by the assignor after a pur- 
ported assignment will negative any alleged transfer of 
the good will of the business and render the attempted 
assignment of the trade mark invalid. 

In Kelly Liquor Co. v. National Brokerage Co., Inc.,*” 
the Court of Customs and Patent Appeals held that an 
attempt to transfer a trade mark in gross might effect an 
abandonment of the mark. This result was predicated on 
the theory that the instrument showed the requisite intent 
by the assignor to abandon all use of the mark, and that 
his subsequent failure to employ the mark is a sufficient 
act to support a finding of abandonment. 

862 Cf., Kelly Liquor Co. v. National Brokerage Co., Inc., supra note 301; 
see also, Grismore, Assignment of Trade Marks and Trade Names (1932) 30 
Micu. L. Rev. 489. 

863 Hanover Star Milling Co. v. Metcalf, 240 U. S. 403, 36 Sup. Ct. 357, 
60 L. ed. 713 (1916) ; United States Ozone Co. v. United States Ozone Co. of 
America, 13 U. S. P. Q. 382, 58 F. (2d) 1051 (1932); Merz & Co. Chemische 


Fabrik v. Doak Co., 44 U. S. P. Q. 135 (1939). 
364 ~ note 362. 


865 [hid 
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The so-called “guaranty function” of a trade mark has 
been recognized to a growing extent in recent years.*” 
Under this theory a mark is considered as a guarantee 
of quality and, accordingly, if that quality is maintained 
by proper safeguards, it is not necessary to require the 
transfer of the business in addition to the transfer of the 
mark. Free assignment of trade marks is advocated by 
the proponents of this theory. To the writers’ knowledge, 
however, the theory has never been adopted in a decision 
of the Commissioner or the Court of Customs and Patent 
Appeals. 


Assignments Under the Lanham Bill 


Section 10 of the Lanham Bill reads, in part: 

A registered mark or a mark for which application has been 
filed shall be assignable upon such terms and conditions as the 
parties may agree. 

In an early draft of the Bill specifically authorized the 
free assignment of trade marks with or without the good 
will of the business in connection with which the mark 
was used. There was much criticism of this section at 
the hearings on the Bill, however, and it was altered to 
read according to the above quotation. 

It is difficult to determine just what meaning will be 
ascribed to the present section 10. It is possible that the 
history of the section will be relied upon as an indica- 
tion that the free assignment of trade marks without good 
will was not desired. On the other hand, the plain lan- 
guage of the provision indicates that there should be no 
restrictions on the right to assign a registered mark, or a 
mark for which an application for registration has been 
filed. If it is given such a meaning, the transfer of good 
will would no longer be necessary to effect a valid as- 
signment of such a mark. 


THE END. 


866 See, Schecter, Rational Basis of Trade-Mark Protection (1927) 40 Harv. 
EL. — Grismore, Assignment of Trade Marks and Trade Names, supra 
note ° 
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EDITORIAL NOTES 


ASSIGNMENT OF CLaims Act oF 1940 


On October 9, 1940, the President approved a bill passed by Con- 
gress, captioned the “Assignment of Claims Act of 1940.” Its pur- 
pose, as stated in its title, was “to assist in the National Defense 
Program by amending sections 3477 and 3737 of the Revised Statutes 
to permit the assignment of claims under public contracts.” By this 
Act, the restrictive prohibitions of sections 3477 and 3737 of the Re- 
vised Statutes are made inapplicable to government contracts in- 
volving the payment of $1,000 or more, and further provides that 
such contracts may be assigned “to a bank, trust company or other 
financing institutions, including any federal lending agency” pro- 
vided the assignment is reduced to writing, and copies thereof are 
filed with the General Accounting Office, the contracting officer or 
head of the department, the surety and the Disbursing Officers in- 
volved. 

Before consideration can be given to the effects of this law, it is 
necessary to point out that by the provisions of section 3477, Revised 
Statutes,’ all transfers and assignments of any part, share or interest 
in any claim against the United States is void, unless made after 
allowance of the claim by the government, after issuance of the war- 
rant in payment thereof and unless made in the presence of two 
attesting witnesses. By the provisions of section 3737, Revised 
Statutes,? the transfer of any government contract, order or interest 
therein by the person to whom such contract or order is given, shall 
cause the annulment thereof, as far as the United States are con- 
cerned. 

The purpose of these sections of the Revised Statutes was to pro- 
tect the United States. As stated in the case of Hobbs v. McLean,® 
“The sections under consideration were passed for the protection of 
the government.* They were passed in order that the government 
might not be embarrassed by multiplying the number of persons with 
whom it had to deal, and might always know with whom it was deal- 
ing until the contract was completed and a settlement made.” They 
were enacted to prevent frauds on the Treasury; Buffalo Bayou R. R. 
v. United States.5 “The legislation shows that the intent of Con- 

135 Stat. 411 (1908), 31 U. S. C. $203 (1934). 

212 Stat. 596 (1862), 41 U. S. C. §15 (1934). 

8117 U. S. 567, 576, 6 Sup. Ct. 870, 29 L. ed. 940 (1885). 


* Goodman v. Niblack, 102 U. S. 556, 26 L. ed. 229 (1880). 
516 Ct. Cls. 238 (1880). 


[ 592 ] 
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gress was that the assignment of naked claims against the govern- 
ment for the purpose of suit or in view of litigation or otherwise, 
should not be countenanced.” ® 

Among the various cases in which claims or contracts with the 
government have been assigned or transferred but held valid by the 
courts as not being contrary to the provisions of these statutes are: 
Formation of a partnership or corporation involving someone who 
already has a contract with the government, Hobbs v. McLean;* 
Stout, Hall & Bangs v. United States.2 Where a surety, by subro- 
gation, becomes entitled to sums due from the United States, Morgen- 
thau v. Fidelity & Deposit Company of Maryland;* Bowe v. United 
States° Subcontracting is not an invalid assignment, Manning v. 
Ellicott.» The above statutes do “not embrace cases where there has 
been a transfer of title by operation of law. The passing of claims 
to heirs, devisees, or assignees in bankruptcy are not within the evil 
at which the statutes aimed.” 72, Voluntary assignment by a debtor 
of all his rights and property for the benefit of his creditors, Bailey 
v. United States.* Consolidation, reorganization or merger of cor- 
porations, Seaboard Airline Ry. v. United States..* Where by act 
of law, a receiver is appointed to prosecute claims of an insolvent, 
Western Pacific Co. v. United States;** Sherwood v. United 
States. 


These statutes have been enacted primarily for the protection of 
the United States, and “will not be permitted to defeat the rights 
of a private litigant whose controversy is not with the government 
but with another claimant to the fund.” +7 In other words, the assign- 
ment is valid between the assignor and the assignee, Lay v. Lay; ** 
Martin v. National Surety Co.° However in Manhattan Commercial 
Co. v. Paul,?° and in National Bank of Commerce v. Downie,”* it was 


Real v. Swayne, 149 U. S. 242, 247, 248, 13 Sup. Ct. 841, 37 L. ed. 719 

7 Supra note 3. 

827 Ct. Cls. 385 (1892). 

994 F, (2d) 632 (App. D. C. 1937). 

10 42 Fed. 761 (N. D. Ga. 1890). 

119 App. D. C. 71 (1891). 

12 Erwin v. United States, 97 U. S. 392, 24 L. ed. 1065 (1878). 

18109 U. S. 432, 3 Sup. Ct. 272, 27 L. ed. 988 (1883). 

14256 U. S. 655, 41 Sup. Ct. 611, 65 L. ed. 1149 (1921). 

15 268 U. S. 263, 45 Sup. Ct. 500, 69 L. ed. 749 (1925). 

16 112 F. (2d) 587 (C. C. A. 2d, 1940). 

17 First National Bank v. U. S. Fidelity & Guaranty Co., 127 Or. 147, 271 
Pac. 57, 63 (1928). 

18 118 Miss. 549, 79 So. 291 (1918). 

19 300 U. S. 588, 57 Sup. Ct. 531, 81 L. ed. 822 (1936). 

20216 N. Y. 481, 111 N. E. 76 (1916). 

21218 U. S. 345, 31 Sup. Ct. 89, 54 L. ed. 1065 (1910). 
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held that the assignment of a claim was void against the United 
States and also between the assignor and assignee. 


Contracts entered into, providing for contingent fees payable to 
an attorney from sums recovered from the government, are generally 
valid, Roberts v. Consaul;?* Nutt v. Knut.28 See Conlon v. 
Adamski,** however, holding to the contrary. 


Claims against the United States for infringement of patents are 
not assignable, Brothers v. United States.*> Cf., Richmond Screw 
and Anchor Co. v. United States.*® Claims against the Alien Prop- 
erty Custodian were not assignable, Sturchler v. Hicks.** Claims 
against the Director General of Railroads, however, were assignable 
as not being claims within the province of these statutes, Pullen v. 
Morgenthau; *® Missouri Pacific R. R. v. Ault.2® Neither were the 
transfer of claims against the United States, as trustee of funds paid 
this country as indemnity “in full liquidation of all claims of Amer- 
ican citizens” rendered invalid through assignment, Hubbell v. United 
States ;*° American-Mixed Claims Bureau v. Morgenthau.** 


The purpose for the “Assignment of Claims Act of 1940” is the 
protection and aid to the United States in its defense program. The 
Act prohibits assignments where the contract so provides; and in 
other cases limits the assignment to one party “and shall not be sub- 
ject to further assignment.” It was enacted to facilitate financing 
the performance of government contract, particularly in aid to the 
smaller contractors who might be deterred from bidding because of 
inadequate working capital but can now assign the contract as secu- 
rity for loans from local lending agencies. This Act goes much fur- 
ther in allowing the assignment of public contracts than did the Act 
of June 16, 1933,°? which, in order to expedite the actual construction 
of public works, allowed the assignment of public construction con- 
tracts, claims thereunder or parts of such claims, to any national or 
state banks. E. E. Naytor, 


Assistant to the Commissioner of Accounts, 
United States Treasury Department. 


2224 App. D. C. 551 (1905). 

23 200 U. S. 12, 26 Sup. Ct. 216, 50 L. ed. 348 (1906). 
2464 App. D. C. 274 (1935). 

25 250 U. S. 88, 39 Sup. Ct. 426, 63 L. ed. 303 (1919). 
26275 U. S. 331, 48 Sup. Ct. 194, 72 L. ed. 303 (1927). 
2717 F. (2d) 321 (E. D. N. Y. 1927). 

28 73 F. (2d) 287 (C. C. A. 2d, 1934). 

29 256 U. S. 554, 41 Sup. Ct. 593, 65 L. ed. 1087 (1921). 
8015 Ct. Cls. 546 (1879). 

3126 F. Supp. 904 (App. D. C. 1939). 

82 ¢, 90, tit. II, § 204, 48 Stat. 205 (1933), 40 U. S. C. § 407 (1934). 
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CONGRESSIONAL REPRESENTATION AND INDIANS Not TAXED 


In his message of January 8, 1941, the President submitted to 
Congress, in accordance with the provisions of the Decennial Census 
Act of June 18, 1929,? as amended by the Act of April 25, 1940,° 
a tabulation of the total population of the United States by states 
for the purpose of reapportionment of the House of Representatives. 
The message and the figures accompanying it would be without spe- 
cial significance except to those states which by reapportionment will 
lose or gain members of the House of Representatives were it not for 
the fact that in computing total population for apportionment pur- 
poses the Bureau of the Census has for the first time failed to elimi- 
nate “Indians not taxed,” whose exclusion from the basis for appor- 
tionment of the House is directed by the Fourteenth Amendment.‘ 
The action of the Census Bureau in this regard focusses congres- 
sional and very possibly also popular attention on those seldom-inter- 
preted constitutional words “Indians not taxed.” 
The Fourteenth Amendment provides: 


Representatives shall be apportioned among the several States 
according to their respective numbers, counting the whole num- 
ber of persons in each State, excluding Indians not taxed.® 
(Italics supolied. ) 


In accordance with the amendment, section 22 of the Decennial 


Census Act, popularly known as the Automatic Reapportionment 
Law, provides: 


(a) On the first day, or within one week thereafter, of the 
second regular session of the Seventy-First Congress and of each 
fifth Congress thereafter, the President shall transmit to the 
Congress a statement showing the whole number of persons in 
each State, excluding Indians not taxed, as ascertained under 
the fifteenth and each subsequent decennial census of the popu- 
lation, and the number of Representatives to which each State 
would be entitled under an apportionment of the then existing 
number of Representatives made in each of the following man- 
ners: 

(1) By apportioning the then existing number of Representa- 
tives among the several States according to the respective num- 
bers of the several States as ascertained under such census, by 
the method used in the last preceding apportionment, no State 
to receive less than one Member ; 

(2) By apportioning the then existing number of Representa- 
tives among the several States according to the respective num- 


1H. R. Doc. No. 45, 77th Cong., 1st Sess. 
246 Stat. 26 (1929), 2 U. S.C. §2a (1934). 
3 Pub. No. 481, c. 152, 76th Cong., 3d Sess. (1940). 


— States ConstituTIon, Fourteenth Amendment, § 2. 
5 Ibid. 
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bers of the several States as ascertained under such census, by 
the method known as the method of major fractions, no State 
to receive less than one Member; and 

(3) By apportioning the then existing number of Representa- 
tives among the several States according to the respective num- 
bers of the several States as ascertained under such census, by 
the method known as the method of equal proportions, no State 
to receive less than one Member. 

(b) If the Congress to which the statement required by sub- 
division (a) of this section is transmitted, fails to enact a law 
apportioning representatives among the several States, then each 
State shall be entitled, in the second succeeding Congress and 
in each Congress thereafter until the taking effect of a reap- 
portionment under this section or subsequent statute, to the 
number of Representatives shown in the statement based upon 
the method used in the last preceding apportionment.* (Italics 
supplied.) 


The 1940 amendment to this Act’ does not change its effect but 
requires that congressional action, if taken, shall be within sixty days 
of receiving the President’s message, which must be submitted at 
the commencement of the Seventy-seventh Congress in January, 1941, 
rather than at the commencement of the second regular session of the 
Seventy-sixth Congress, in January, 1940, as would have been re- 
quired under the original Act. Because the so-called Lame Duck 
Amendment® eliminated one entire regular session of Congress be- 
tween March 4, 1933, and January 3, 1935,° the 1929 Act without 
amendment would have required the President to report the popula- 
tion to the Congress three months before the 1940 census was taken. 

At the outset of any consideration of the phrase “Indians not 
taxed” it is pertinent to inquire whether the inclusion within appor- 
tionment figures of all Indians, as has been done in the President’s 
report, makes any practical difference. Unfortunately, there is no 
certain answer to such a question. The President’s report, in ac- 
cordance with the statute, contains an apportionment of the present 
membership of the House, 435, on the basis of two mathematical sys- 
tems, that of major fractions (followed in 1930) and that of equal 
proportions. By either system California will gain three members and 
Arizona, Florida, New Mexico, North Carolina, Oregon, and Ten- 
nessee will each gain one. By either method Illinois, Indiana, Iowa, 


6 Supra note 2. 

7 Supra note 3. 

8 Unitep STATES CONSTITUTION, Twentieth Amendment. 

® The Seventy-third Congress consisted of one special session, in 1933, and 
one regular session, convening in January, 1934. Had the Twentieth Amend- 
ment not been in effect that Congress would have had two regular sessions, one 


commencing in December, 1933, and one commencing in December, 1934, and 
lasting until March 3, 1935. 
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Kansas, Massachusetts, Nebraska, Ohio, Oklahoma, and Pennsylvania 
will each lose one seat in the House. By the method of major frac- 
tions, Arkansas loses one seat and Michigan gains one member, while 
by the method of equal proportions there is no loss or gain in either 
of these states, Arkansas’ membership remaining at seven and Michi- 
gan’s at seventeen. The effect under either system of the exclusion 
of all or part of the Indian population cannot be precisely determined, 
since separate schedules for Indian population have not yet been pre- 
pared by the Census Bureau and probably will not be available for 
many months. On the basis, however, of earlier census figures, all 
of the states which gain members under either method of apportion- 
ment with the exception of Florida and Tennessee contain appreciable 
numbers of Indians. Of the state which lose House seats by either 
method, Kansas, Nebraska, and Oklahoma all have relatively large 
numbers of Indians. Among the states retaining their present mem- 
bership by either mathematical method of apportionment, Indians in 
considerable numbers live in Idaho, Minnesota, Montana, New York, 
North Dakota, Washington, and Wisconsin. Since census figures 
for Indians are not now available, it is impossible accurately to cal- 
culate whether, through the exclusion of Indians from apportionment 
figures, those states now scheduled to gain might remain stationary or 
even lose, just as it is impossible to determine whether the elimina- 
tion of Indians from the count might mean a further loss for some of 
the states already expecting to lose one Congressman and whether 
a recalculation without the inclusion of Indians might mean losses for 
some of the states which on the basis of the present figures are to 
retain their existing membership. All that can be fairly said is that 
it is well within the realm of possibility that the inclusion of Indians 
in apportionment figures may give the House of Representatives 
which convenes for the Seventy-eighth Congress in January, 1943, a 
different numerical distribution between the states than it would have 
had were “Indians not taxed” excluded from the population totals. 


Even if Indian population figures were now available, the Census 
Bureau would be faced with the necessity of determining the precise 
meaning of the phrase “Indians not taxed.” Those words have never 
been the subject of direct judicial interpretation, and their meaning 
therefore remains uncertain. Apparently the first use of the phrase 
“Indians not taxed” was in a “resolve” of the Continental Congress 
of April 18, 1783, recommending to the states that the Eighth Article 
of Confederation be amended to read as follows: 


All charges of war and all other expenses that have been or 
shall be incurred for the common defence or general welfare, 
and allowed by the United States in Congress assembled, ex- 
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cept so far as shall be otherwise provided for, shall be defrayed 
out of a common treasury, which shall be supplied by the sev- 
eral States in proportion to the whole number of white and other 
free citizens and inhabitants, of every age, sex and condition, 
including those bound to servitude for a term of years, and three- 
fifths of all other persons not comprehended in the foregoing 
description, except Indians, not paying taxes, in each State; 
which number shall be triennially taken and transmitted to the 
United States in Congress assembled, in such mode as they shall 
direct and appoint.’® (Italics supplied.) 


It is to be observed here that the exception as to Indians origi- 
nated not with any reference to apportionment of membership in the 
Congress but simply in connection with the assessments against the 
states by the central government of charges for the support of that 
government. Contemporary literature gives no clue as to the man- 
ner in which the phrase “except Indians, not paying taxes” was 
meant to be interpreted by the Continental Congress, but the pur- 
pose of its inclusion seems clear—to eliminate from the enumeration 
on which federal taxation of the states was to be based those persons 
who were neither (1) white men, paying taxes to the states, or (2) 
slaves, constituting taxable property and calculated at three-fifth of 
men. While the comma after the word “Indians” makes it arguable 
that the words “not paying taxes” were meant to apply equally to 
Indians and to slaves, extrinsic considerations would suggest that 
“not paying taxes,” enclosed by commas, was placed in the resolve 
merely by way of explanation. Everyone knew that slaves paid no 
taxes, and to apply the phrase to slaves would be totally unreasonable. 
The words must logically apply solely to Indians, but in 1783 there 
were no Indians who paid taxes, and hence the phrase cannot be con- 
strued as an inclusion of those Indians who paid taxes and an exclu- 
sion of those who did not. The only other possible reason for the 
appearance of the language, and the only explanation which is wholly 
consistent with the enclosure of the words by commas, is that “not 
paying taxes” was added merely to explain the reason for the exclu- 
sion of Indians from direct taxation calculations. This is further 
borne out by the position of the second comma, after the word “taxes.” 
Without a comma here, the sense would be the elimination of Indians 
not state taxpayers, and the inclusion, by inference, of Indians who 
were Federal taxpayers. But there were no individual Federal tax- 
payers, and such a distinction could not have occurred to the mem- 
bers of the Continental Congress. The words “in each State” must 
refer to the earlier portion of the sentence, so as to read “shall be 
supplied by the several States in proportion to the whole number of 


10 JOURNALS OF THE CONTINENTAL Concress, Vol. 24, p. 260. 
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. citizens and inhabitants . . . in each State.” We must con- 
clude, therefore, that the phrase “except Indians, not paying taxes,” 
was meant by the Continental Congress as an absolute exclusion of 
all Indians from the basis on which taxes on the states were to be 
levied, and that the words “not paying taxes,” referring of course to 
state taxation only, are explanatory and descriptive rather than re- 
strictive. 

When the Constitutional Convention met in 1787 it was faced not 
only with the problem of providing a fair and equitable means of 
apportioning the burden of direct taxation, but also had to consider, 
among many other vexatious questions, the matter of apportionment 
among the states of membership in the Congress. By a peculiar, and 
apparently entirely fortuitous, circumstance, these two problems be- 
came merged and the result, borrowed largely from the 1783 resolve 
of the Continental Congress, is well known: 

Representatives and direct Taxes shall be apportioned among 
the several States which may be included within this Union, 
according to their respective Numbers, which shall be deter- 
mined by adding to the whole Number of free Persons, includ- 
ing those bound to Service for a Term of Years, and excluding 
Indians not taxed, three fifths of all other Persons. The actual 
Enumeration shall be made within three Years after the first 
Meeting of the Congress of the United States, and within every 


subsequent Term of ten Years, in such Manner as they shall by 
Law direct.’? (Italics supplied.) 


Although this language is so obviously taken from the resolve of 
the Continental Congress which concerned only taxation, it was bor- 
rowed not primarily for use in connection with the apportionment 
of direct taxes but for use as a basis for apportionment of representa- 
tion in the House. After considerable discussion of methods of ap- 
portioning representation, delegates King and Wilson on June 11 
moved that “the right of suffrage in the first branch of the National 
Legislature ought not to be according to the rule established in the 
Articles of Confederation, but according to some equitable ratio of 
representation.” 12 That motion having carried, the following words 
were added on motion of Wilson and Charles Pinckney: “In pro- 
portion to the whole number of white and other free citizens, and 
inhabitants of every age, sex, and condition, including those bound to 
servitude for a term of years, and three-fifths of all other persons 
not comprehended in the foregoing description, except Indians not 
paying taxes, in each State.” 7% (Italics supplied.) It is to be ob- 

11 Unitep States Constitution, Art. I, Sec. 2, Cl. 3, superseded in part by 
Amendments 14 and 16. 


128 Fed. Stat. Ann. 94. 
13 [bid. 
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served that the words are identical with those of the 1783 resolve, 
the difference being only in the placement of the commas. From the 
absence of the comma before “not paying taxes,” one might conclude 
that those words are here meant to be restrictive rather than descrip- 
tive, and that such Indians as paid taxes were to be included. That 
such a conclusion cannot be accurate is proved by the history of the 
language and by the fact that since no Indians paid taxes, no dis- 
tinction was possible. 

On June 13 the committee of the whole, having considered the lan- 
guage submitted on June 11, reported it to the Convention in this 
form: 

Resolved, That the rights of suffrage in the first branch of the 
national legislature ought not to be according to the rule estab- 
lished in the Articles of Confederation, but according to some 
equitable ratio of representation; namely, in proportion to the 
whole number of white and other free citizens and inhabitants 
of every age, sex, and condition, including those bound to servi- 
tude for a term of years, and three-fifths of all other persons, 
not comprehended in the foregoing description, except Indians 
not paying taxes in each State.” ** (Italics supplied.) 


The comma before “not paying taxes” is still omitted, and now 
the second comma, before “in each State” is also gone. Since the 
records of the debates at the Convention are completely without any 


discussion of the meaning of the Indian exception, there is no ex- 
trinsic evidence as to the meaning of these phrases in the ConstI- 
TUTION and in its various preliminary drafts. If the delegates at 
the Convention thought about Indians at all, which is doubtful, since 
the language was borrowed almost verbatim, they did not express 
themselves, but confined their argument to debate on the broader 
questions presented by the conflict between the large and the small 
states for power in the national Congress and between the slave and 
free states as to whether a slave should count as three-fifths of a 
man or as no man at all. On the basis of the words themselves in 
the June 13 draft, it can fairly be concluded that the omission of 
the comma before “in each State” had no special significance, and 
that “in each State” was still meant to refer back to “the whole num- 
ber of white and other free citizens . . . in each State” rather than 
to set up a distinction between Indians who paid taxes in the states 
and Indians who paid no taxes or paid taxes only to the Federal gov- 
ernment. It was still true that no Indians paid taxes, either to the 
states or to the Federal government. 

When the Convention came to consider provisions for apportion- 
ing direct taxation among the several states, it was natural that the 


14 [bid 95. 
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taxation language of the Continental Congress, already found ac- 
ceptable for apportionment of representation, should be used. On 
August 20 and 21 there was considered the following clause, as re- 
ported by the committee on detail: 


The proportion of direct taxation shall be regulated by the 
whole number of white and other free citizens and inhabitants 
of every age, sex, and condition, including those bound to servi- 
tude for a term of years, and three-fifths of all other persons 
not comprehended in the foregoing description, (except Indians 
not paying taxes;) which number shall, within six years after 
the first meeting of the Legislature, and within the term of every 
ten years afterwards, be taken in such manner as the said Legis- 
lature shall direct.‘* (Italics supplied.) 


The omission from this draft of the phrase “in each State” clearly 
shows that those words in the earlier text had nothing to do with the 
Indian exemption. This provision governing apportionment of direct 
taxes was adopted substantially in this form and referred to the com- 
mittee on style, which already had before it the provisions previ- 
ously approved regulating the apportionment of representatives. It 
was perfectly natural for the committee to blend the two provisions, 
almost identical in phraseology and quite identical in thought, and to 
recommend in lieu of the two provisions the following language: 


Representatives and direct taxes shall be apportioned among 


the several States which may be included within this Union, 
according to their respective numbers, which shall be determined 
by adding to the whole number of free persons, including those 
bound to servitude for a term of years, and excluding Indians not 
taxed, three-fifths of all other persons.?® (Italics supplied.) 


On September 13, when this clause was under consideration, Dick- 
insin and Wilson “moved to strike out the words ‘and direct taxes’ 
as improperly placed in a clause relating to the constitution of the 
House of Representatives. Gouverneur Morris explained that they 
had been inserted here . . . in order to exclude the appearance of 
counting the negroes in the representation. The including of them 
may now be referred to the object of direct taxes and incidentally 
only to that of representation. The motion was lost.”17 The only 
amendment made was to change “servitude” to “service,” and with 
this change the provision became part of the CoNsTITUTION. 


As has been stated, there is no testimony from anyone present at 
the Constitutional Convention which would indicate the precise mean- 
ing and purpose of the phrase “Indians not taxed.” 


15 [bid 105. 
16 [bid 106. 
17 [bid 107. 
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Story has only this to say: 


There were some persons, who were bound to service for a 
term of years; though these were so few, that they would scarcely 
vary the result of the general rule, in any important degree. 
There were Indians, also, in several, and probably in most, of 
the States at that period, who were not treated as citizens, and 
yet, who did not form a part of independent communities or 
tribes, exercising general sovereignty and powers of government 
within the boundaries of the States. It was necessary, there- 
fore, to provide for these cases, though they were attended with 
no practical difficulty. There seems not to have been any objec- 
tion to including, in the ratio of representation, persons bound 
to service for a term of years, and in excluding Indians not 
taxed.?® 


Story, then, must have felt that the Indian tribes, being separately 
sovereign, were not within the terms of the CoNsTITUTION because 
they were beyond the jurisdiction of the United States. The persons 
excluded from the apportionment count, therefore, were not these 
tribes, with whom the United States dealt through treaties and who 
could thus be neither included nor excluded, but those Indians who 
lived as nomads and were not a part either of the general white or 
the general Indian population. While no one since Story’s time has 
adopted his viewpoint, it is worthy of consideration and is the nearest 
there is to a contemporary authority. 


When the words “Indians not taxed” were next used in legisla- 
tion, there was no very clear understanding of their meaning. On 
January 31, 1866, when the Senate had under consideration the Civil 
Rights Bill,?® attempting to confer citizenship upon former slaves, a 
question was raised lest language as broad as had been reported 
would include Indians as well as freed men. Senator Trumbull, who 
was in charge of the bill, stated: 


Of course we cannot declare the wild Indians who do not 
recognize the Government of the United States at all, who are 
not subject to our laws, with whom we make treaties, who have 
their own regulations, whom we do not pretend to interfere with 
or punish for the commission of crimes one upon the other, to 
be subjects of the United States in the sense of being citizens. 
They must be excepted. The ConstITUTION OF THE UNITED 
States excludes them from the enumeration of the population 
of the United States, when it says that Indians not taxed are to 
be excluded. It has occurred to me that perhaps an amendment 
would meet the views of all gentlemen, which used these consti- 
tutional words, and said that all persons born in the United 


182 Story, COMMENTARIES ON THE CONSTITUTION OF THE UNITED STATES 
(Boston, 1833) § 635, pp. 107-8. 


1914 Stat. 27 (1866); 8 U. S. C. §1 (1934). 
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States, excluding Indians not taxed, and not subject to any for- 
eign power, shall be deemed citizens of the United States.*° 


After some intervening discussion on other points, the following 
objection was raised: 


Mr. Henpricks: I do not like to see the right of citizenship 
depend on the question whether a man is taxed or not. I do 
not know that that has ever been done in any Government. Citi- 
zenship is a very high right. It is the right to be considered a 
member of the political community, and for us to say that In- 
dians or anybody else shall be citizens or not citizens, dependent 
upon the question whether they pay taxes, is certainly a very 
objectionable proposition.”* 


The discussion was continued on the following day, February 1, 
1866: 


Mr. TRuMBULL: Then it was suggested that we should make 
citizens of all persons born in the United States not subject to 
any foreign power or tribal authority. The objection to that 
was, that there were Indians not subject to tribal authority who 
yet were wild and untamed in their habits . . . and it could not 
be intended to make that class of persons citizens. Then it was 
proposed to adopt the amendment as it now stands, that all per- 
sons born in the United States not subject to any foreign power, 
excluding Indians not taxed, shall be citizens. What does that 
phrase “excluding Indians not taxed” mean? The Senator from 
Missouri understands it to be a property qualification to become 
a citizen. Not at all. It is a constitutional term used by the 
men who made the CoNnsTITUTION itself to designate, what? To 
designate a class of persons who were not a part of our popula- 
tion. . . . The term “Indians not taxed” means Indians not 
counted in our enumeration of the people of the United States. 

Mr. JoHNnson: Considered virtually as foreigners. 

Mr. TruMBULL: Considered virtually as foreigners. 

Mr. HEeNpersSoN: “Not taxed” by whom: By Federal author- 
ity or by State authority? 

Mr. TruMBULL: By anybody. The term here is meant to em- 
brace those persons who yet belong to the Indian tribes, foreign 
governments. “Indians not taxed” is a term used to designate 
those Indians yet belonging to a foreign government, and not 
counted as a part of our people.*” 


If Senator Trumbull’s attempts at definition of “Indians not taxed” 
mean anything they show that no one in the Senate of 1866 had a 
very clear idea of the significance of the term. If the Civil Rights 
Bill in that form had become a law and to interpret this certainly 
ambiguous phrase it had been necessary to consult the Senate de- 


2071 Conc. GLose 527 (1866). 
21 [bid. 
22 Ibid 572. 
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bates, probably the best conclusion would have been that “Indians 
not taxed” as used in that statute was meant to cover all “untamed” 
and roving Indians as well as all Indians maintaining a tribal rela- 
tion. The fact of taxation or tax exemption apparently was unim- 
portant and the whole phrase was regarded as a matter which, being 
a part of the ConsTITUTION, needed no explanation. 

But the Civil Rights Bill, passed by the Congress with Senator 
Trumbull’s amendment included, was vetoed by President Andrew 
Johnson on March 27, 1866.2* In his veto message the President 
added a new interpretation to “Indians not taxed”: “By the first 
section of the bill, all persons born in the United States, and not sub- 
ject to any foreign power, excluding Indians not taxed, are declared 
to be citizens of the United States. This provision comprehends the 
Chinese of Pacific States, Indians subject to taxation, the people called 
Gypsies. . . .”** (Italics supplied.) Johnson’s interpretation of 
“Indians not taxed” is a logical possibility, although nothing in the 
previous history of the term suggests that there was originally in- 
tended to be any distinction between those Indians subject to taxation 
and those who by treaty or otherwise were not amenable to the tax- 
ing power. 

Later on in the same session of Congress after the Civil Rights 
Bill had been reénacted without the Indian exemption, the Four- 
teenth Amendment was adopted and submitted to the states. Section 
2 of that amendment, dealing with the apportionment of Representa- 
tives*® preserved almost the exact language of Article 1, Section 2, 
clause 3, eliminating only the words “and direct taxes” and the lan- 
guage which calculated a negro at three-fifths of a man. The phrase 
“excluding Indians not taxed” was left intact and there seems to have 
been no discussion of it in the Congress. The words were, however, 
discussed in relation to section 1 of the Amendment,”* which super- 
seded the Civil Rights Bill and which granted citizenship to all per- 
sons born or naturalized in the United States and subject to its 
jurisdiction. In the Senate on May 30, 1866, an amendment was 
proposed which would have added to section 1, after the grant of 
citizenship, the words “excluding Indians not taxed.” Senator Trum- 
bull objected on the ground that such words would set up a property 
qualification for citizenship, the same grounds which four months be- 
fore he had said were invalid. Other Senators opposed the Amend- 


2872 Conc. GLose 1679 (1866). 

24 Ibid. 

25 Supra note 4. 

26 Unitep STATES CoNsTITUTION, Fourteenth Amendment, §1. “All persons 
born or naturalized in the United States, and subject to the jurisdiction thereof, 
are citizens of the United States and of the State wherein they reside.” 
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ment on the ground it would transfer the right of naturalization to 
the states, in that it would allow the states to naturalize Indians within 
their borders simply by taxing them. The proposal, identical with 
the one sponsored earlier by Senator Trumbull, was decisively de- 
feated largely through his opposition.2* In the Senate discussion on 
this point it is clear that a majority of Senators regarded the phrase 
“Indians not taxed” as setting up a distinction between those Indians 
who owned property and were taxed thereon by the several states and 
those Indians who were not taxed by the states, either through lack 
of property or failure of the states to embrace them within their tax 
laws.?* 

The federal agency principally concerned with arriving at a work- 
ing definition of “Indians not taxed” has of course been the Bureau 
of the Census, which has been faced with the decennial necessity of 
counting the population and reporting to Congress figures upon which 
to base a reapportionment. Until 1890 the problem was solved simply 
by not including Indians of any description on the census returns. 
In that year”® Indians were counted, but on separate schedules which 
were not for purposes of apportionment amalgamated into the gen- 
eral population figures. In 1900 the Census Bureau began the 
practice of counting the total population and then eliminating for 
apportionment purposes such individuals as were felt to answer the 
indefinite description of “Indians not taxed.” In that year all In- 
dians, whether nomadic or located on fixed reservations, were elimi- 
nated, and no special effort was made to determine whether individual 
Indians or groups of Indians were taxed or not taxed either by the 
states or by the Federal government.*° In 1910, on the basis of an 
opinion of the Solicitor of the Department of Commerce,** those In- 
dians who were not considered to be citizens of the United States 
were classed as “Indians not taxed” and eliminated from the appor- 
tionment figures, and all Indians who were citizens were included, 
except such as held property specifically exempt from state taxation 
by federal law or treaty. The same rule was applied in 1920, but 
Congress failed to take action to reapportion the House of Repre- 
sentatives. In 1924 the Indian Citizenship Act was passed,*? making 


27 7S Conc. Giose 2894-5 (1866). 

28 Ibid 

29 See: CoMPENDIUM OF THE ELEVENTH CENSUS (Washingon, 1897), Part 
III, pp. 1115ff 

80 See: ABSTRACT OF THE TWELFTH CENSUS OF THE UNITED StaTES (Wash- 
ington, 1902). 

81 In re enumeration of Indians not taxed in the census of Oklahoma, October 
1, 1910 (No. 3400-43) . The Solicitor in this opinion determined (1) that “In- 
dians not taxed” means “Indians not subject to taxation,” (2) that the taxation 
referred to is exclusively State taxation. 

82 43 Stat. 253 (1924), 8 U. S. C. §3 (1934). 





606 THE GEORGE WASHINGTON LAW REVIEW 


it no longer possible to draw any distinction between citizen and non- 
citizen Indians for apportionment purposes. In preparing the 1930 
apportionment figures, the Bureau of the Census relied on an opinion 
of the Solicitor of the Department of Commerce ** holding that so 
long as the relationship of guardian and ward exists between the 
United States and the Indian it is beyond the power of the states to 
tax the Indian, and that therefore “Indians not taxed” are Indians 
in a technical status of wardship. Since 1930, however, the Supreme 
Court has determined in the case of Superintendent v. Commissioner** 
that all Indians, regardless of the relation of wardship, are subject 
to the federal income tax.*® It is on the basis of this decision and 
opinions of the Solicitor of the Department of the Interior** and the 
Acting Solicitor of the Department of Commerce*’ that the Bureau 
of the Census has included all Indians within the 1940 apportion- 
ment figures. 

Since the latter opinion cites as authority only the views of the 
Solicitor of the Department of the Interior, it is of no assistance in 
determining who are “Indians not taxed.” The Interior Solicitor, 
however, takes the view that the phrase “Indians not taxed” was used 
in the ConsTITUTION to designate persons who were not “a part of 
the community of people of the United States” ** and implies that by 
grants of citizenship, removal of restrictions on allotted Indian lands, 
and subjection to federal income taxation, Indians are now a part 
of the community of people and therefore entitled to be counted for 
apportionment as a matter of right. While, of course, it explains 
nothing to say that Indians not taxed are excluded from population 
figures because they are not a part of the population, and while there 
may be considerable doubt as to whether there is such a thing as a 
right to be counted for apportionment, it may well be that the result 
reached by the Solicitor is accurate. Because all white citizens are 
counted for apportionment regardless of whether they actually pay 
taxes or are merely subject to taxation, the Solicitor concludes that 
“Indians not taxed” means “Indians not subject to taxation.” Be- 
cause he feels that the Federal government and not the states should 
be allowed to determine what individuals within the borders of a par- 
ticular state are to be counted for apportionment and thus form a 


83 Jy re determining, for reapportionment purposes, the number of Indians not 
taxed, September 19, 1930 (No. 5500-83). 

84295 U. S. 418, 55 Sup. Ct. 820, 79 L. ed. 1517 (1935). 

35 [bid. Specifically, the Court held that federal income tax could be assessed 
against income on funds derived from the restricted allotment of a Creek Indian 
even though such income is held by the United States in trust for the Indian. 

86 No. M. 31039, November 7, 1940. 

37 Opinion of November 9, 1940. 

38 Supra note 36, at p. 4. 
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part of the community of people of the United States, the Solicitor 
further determines that the phrase “Indians not taxed” refers to the 
exercise of federal as well as state taxing power. Hence, since all 
Indians are now subject to the federal income tax laws, it is held that 
there are no longer in existence any “Indians not taxed.” Upon re- 
ceipt of the opinions of his own Acting Solicitor and of the Solicitor 
of the Interior Department, the Secretary of Commerce requested the 
opinion of the Attorney General as to whether there are today any 
Indians not taxed within the meaning of the Fourteenth Amendment. 
In his brief response** the Attorney General in effect refused to ren- 
der an opinion, stating that his views would not be determinative and 
would not be binding on either the Congress or the courts. 

Having considered legislative and administrative interpretations of 
“Indians not taxed” it is pertinent to examine such isolated judicial 
references to that phrase as exist. While no cases are directly in 
point, reference to the phrase has been twice made by the Supreme 
Court. In Elk v. Wilkins® the following statements are made by 
Mr. Justice Gray: 

Under the ConsTITUTION OF THE UNITED STATES, as origi- 
nally established, “Indians not taxed” were excluded from the 
persons according to whose numbers Representatives and direct 
taxes were apportioned among the several States; and Con- 
gress had and exercised the power to regulate commerce with 
the Indian tribes, and the members thereof, whether within or 
without the boundaries of one of the States of the Union. The 
Indian tribes, being within the territorial limits of United States, 
were not, strictly speaking, foreign States; but they were alien 
nations, distinct political communities, with whom the United 
States might and habitually did deal, as they thought fit, either 
through treaties made by the President and Senate, or through 
Acts of Congress in the ordinary forms of legislation. The 
members of those tribes owed immediate allegiance to their sev- 
eral tribes, and were not part of the people of the United States. 
They were in a dependent condition, a state of pupilage, re- 
sembling that of a ward to his guardian. Indians and their prop- 
erty, exempt from taxation by treaty or statute of the United 
States, could not be taxed by any State. General acts of Con- 
gress did not apply to Indians, unless so expressed as to clearly 
manifest an intention to include them. 


Indians not taxed are still excluded from the count, for the 
reason that they are not citizens. Their absolute exclusion from 
the basis of representation, in which all other persons are now 
included, is wholly inconsistent with their being considered citi- 
zens.* 


89 Op. Att’y Gen., November 28, 1940. 
40112 U. S. 94, 5 Sup. Ct. 41, 28 L. ed. 643 (1884). 
41 [bid 99-100, 102. 
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In the same case, Mr. Justice Harlan’s dissent contains the follow- 
ing words: 


At the adoption of the CoNnstiTuTION there were, in many 
of the States, Indians not members of any tribe, who constituted 
a part of the people for whose benefit the State governments were 
established. This is apparent from that clause of article 1, sec- 
tion 3, which requires, in the apportionment of Representatives 
and direct taxes among the several States “according to their 
respective numbers,” the exclusion of “Indians not taxed.” This 
implies that there were, at that time, in the United States, In- 
dians who were taxed, that is, were subject to taxation, by the 
laws of the State of which they were residents. Indians not taxed 
were those who held tribal relations, and, therefore, were not 
subject to the authority of any State, and were subject only to 
the authority of the United States under the power conferred 
upon Congress in reference to Indian tribes in this country. The 
same provision is preserved in the Fourteenth Amendment ; for, 
now, as at the adoption of the Constitution, Indians in the sev- 
eral States, who are taxed by their laws, are counted in estab- 
lishing the basis of representation in Congress.*? 


In United States v. Kagama,* there is the following dictum by 
Mr. Justice Miller: 
In declaring the basis on which representation in the lower 


branch of the Congress and direct taxation should be appor- 
tioned, it was fixed that it should be according to numbers, ex- 


cluding Indians not taxed, which, of course, excluded nearly all 
of that race, but which meant that if there were such within a 
State as were taxed to support the Government, they should be 
counted for representation, and in the computation for direct 
taxes levied by the United States. 


Summarized, Mr. Justice Gray felt that all Indians were excluded 
from the apportionment count (1) because they were, as stated by 
Mr. Chief Justice Marshall, “domestic dependent nations” ** and (2) 
because they were not citizens; Mr. Justice Harlan considered that 
Indians maintaining tribal relations (wardship) were to be excluded 
and that Indians subject to state taxation were to be included; and 
Mr. Justice Miller believed that Indians actually paying taxes to the 
states were to be included and all others excluded. That these opin- 
ions are in conflict with one another and only serve to increase the 
difficulties attendant upon an interpretation of the term “Indians not 
taxed” is obvious. All Indians are now citizens of the United States *® 
but the Supreme Court has consistently held that the guardianship of 


42 Ibid 112. 

48118 U. S. 375, 378; 6 Sup. Ct. 1109, 1111, 30 L. ed. 228, 229 (1886). 
44 Cherokee Nation v. Georgia, 5 Pet. 1, 17, 8 L. ed. 25, 31 (U. S. 1831). 
45 Supra note 32. 
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the United States did not cease when citizenship was conferred.** 
Indians have been held liable for federal taxes as to some property 
and exempt as to other, and liable for state taxation under some cir- 
cumstances and tax exempt under others*’ to the utter confusion of 
any administrative attempt to determine what Indians are taxed and 
what Indians are not taxed. 

Assuming that “Indians not taxed” means something, the logical 
possibilities may be summarized. First, if the phrase has any relation 
to taxation, it must mean either (a) Indians not actually paying taxes 
or (b) Indians not subject to taxation. Neither the history of the 
term nor the interpretations given to it show conclusively that it 
means either one, but if it does mean either (a) or (b) then we must 
further decide whether the taxation referred to is state taxation, fed- 
eral taxation, either, or both. Since the phrase originally had to do 
exclusively with the computation of individuals within a state who 
would presumably assist the state in raising its share of direct taxes 
levied by the central government, it would seem logical that if it re- 
lates at all to taxation it refers exclusively to state taxation, and 


46 See: Cherokee Nation v. Hitchcock, 187 U. S. 294, 23 Sup. Ct. 115, 47 
L. ed. 183 (1902) ; United States v. Celestine, 215 U. S. 278, 30 Sup. Ct. 93, 
54 L. ed. 195 (1909); Tiger v. Western Investment Co., 221 U. S. * 31 
Sup. Ct. 578, 55 L. ed. 738 (1911); Nallowell v. United States, 221 U. S. 317, 
31 Sup. Ct. 587, 55 L. ed. 750 (1911) ; ; United States v. Sandoval, 231 U. S. 28, 
34 Sup. Ct. 1, 58 L. ed. 107 (1913) ; Bowling v. United States, 233 U. S. 528, 
34 Sup. Ct. 659, 58 L. ed. 1080 (1914) ; Brader v. James, ‘© U. S. Se 38 
Sup. Ct. 285, 62 L. ed. 591 (1918) ; Winton v. Amos, 255 U. 373, 41 Sup. 
Ct. 342, 65 od ed. 684 (1921) ; United States v. Ramsey, 271 U. = 467, 46 Sup. 
Ct. 559, 70 L. ed. 1039 (1926) ; United States v. Dewey County, 14 F. (2d) 
784 (S. D. 1926) ; Whitebird v. Eagle-Picher Lead Co., 28 F. (2d) 200 (N. D. 
Okla. 1928). Contra: State v. Big Sheep, 75 Mont. 219, 243 Pac. 1067 (1926). 


47 For cases upholding the power of the United States to tax Indians, see: 
The Cherokee Tobacco, 11 Wall. 616, 20 L. ed. 227 (U. S. 1870); Choteau v. 
Burnet, 283 U. S. 691, 51 Sup. 2 598, 75 L. ed. 1353 (1931); Pitman v. Com- 
missioner, 64 F. (2d) 740 (C. C. A. 10th, 1933) ; Superintendent v. Commis- 
sioner, supra note 34, also in 75 F. (2d) 183 (C. C. A. 10th, 1935) ; Heiner v 
Colonial Trust Co., 275 U. S. 232, 234-5, 48 Sup. Ct. 65, 66, 72 L. ed. 256, 238 
(1927). For cases denying the power of the Federal government to tax In- 
dians, see: United States v. Forty-three Gallons of Whiskey, 108 U. S. 491, 2 
Sup. Ct. 906, 27 L. ed. 803 (1883) ; Blackbird v. Commissioner, 38 F. (2d) 976 
(C. C. A. 10th, 1930) ; United States v. Homeratha, 40 F. (2d) 305 (W. D. 
Okla. 1930). For cases holding that the states can under some circumstances 
tax Indians, see: Pennock v. Commissioners, 103 U. S. 44, 26 L. ed. 367 (1880) ; 
Goudy v. Meath, 203 U. S. 146, 27 Sup. Ct. 48, 51 L. ed. 130 (1906); United 
States v. Gray, 284 Fed. 103 (C. C. A. 8th, 1922); United States v. Ransom, 
284 Fed. 108 (C. C. A. 8th, 1922) aff'd 263 U. S. 691, 44 Sup. Ct. eS 68 L. 
ed. 508 (1924); United States v. Mummert, 15 F. (2d) 926 (C. C A. 8th, 
1926) ; Shaw v. Gibson-Zahniser Oil Corp., 276 U. S. 575, 48 Sup. Ct. 333, 72 
£. 7 709 (1928). Contra: The Kansas Indians, 5 Wall. 737, 18 L. ed. 667 
(U. S. 1866); The New York Indians, 5 Wall. 761, 18 L. ed. 708 %. 
(6) United States v. Rickert, 188 U.'S. 432, 23 Sup. Ct. 478, 47 L. ed. 33 
(1903) ; Choctaw and Gulf R. R. v. Harrison, 235 U. S. 292, 35 Sup. Ct. 27, 
59 L. ed. 234 (1914) ; Indian Oil Co. v. Oklahoma, 240 U. S. 522, 36 Sup. Ct. 
453, 60 L. ed. 779 (1916 F ore Mining Co. v. Weir, 271 U. S. 609, 46 
Sup. Ct. 592, 70 L. ed. 1112 (1926) 
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this view is borne out by such judicial interpretation as there has 
been. But an interpretation of statutory words must be first sought 
in their ordinary meaning, and there is nothing in the language itself 
which would suggest that it is to be restricted in its effect to any 
particular type of taxation, state or federal. If the phrase has no 
relation to taxation, and the history of its use in the Continental 
Congress and the Constitutional Convention would lend support to 
the view that “not taxed” is descriptive rather than restrictive, then 
the following meanings have been suggested: (1) that it excludes 
Indians not citizens, (2) that it excludes Indians who are wards of 
the United States, and (3) that it excludes Indians who are not part 
of the community. The first view results in all Indians being in- 
cluded in the apportionment figures since 1924; the second seems 
completely untenable since when the CoNSTITUTION was written there 
were no ward Indians; and the third is absurd since the fact that 
Indians are not a part of the community, if such is a fact, is not the 
reason for their exclusion but the result of it. 


What, then, does “excluding Indians not taxed” mean as it ap- 
pears in the Fourteenth Amendment? Probably it has no real mean- 
ing which can have significance today. Originally, as we have seen, 
it meant merely that in computing the amount of direct taxes to be 
levied on the states by the Federal government no Indians were to 
be included in the calculations because they neither contributed to 
the state treasuries nor themselves constituted taxable wealth. The 
phrase “excluding Indians” would have completely expressed the idea 
of those who framed the resolve of the Continental Congress, and the 
addition of “not paying taxes” could not, since there were no Indians 
paying taxes, describe any particular class of Indians to be distin- 
guished from others. Thus, in the ConsTITUTION, “not taxed” makes 
sense only in the original Article 1, and there only with reference 
to direct taxes, not with reference to apportionment for representa- 
tion. And it makes sense only if it is thought of as an explanatory 
description rather than as a limitation set up to distinguish one group 
of Indians from another group. It was only fortuitous that appor- 
tionment for representation and apportionment for direct taxes came 
to be treated in the same provision of the original ConsTiITUTION, 
and it was only the tendency of man to cling to old forms without 
analyzing their meaning in the light of more modern conditions that 
brought about the inclusion of the language in the Fourteenth Amend- 
ment, where direct taxation is no longer treated. Today the Federal 
government levies no direct taxes on the states and there can be no 
real meaning to “excluding Indians not taxed.” Certainly there is no 
logical excuse for not including a computation of Indians in the fig- 
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ures from which the House of Representatives is apportioned. In- 
dians are citizens of the United States—to exclude them is in effect 
to deny representation in the national Congress to a large group of 
citizens while granting it to aliens. While probably a comparatively 
small number of Indians pay taxes of any kind, all are now subject 
to federal income tax regardless of the source of their income. Again, 
even though many Indians own no taxable real or personal property, 
the tendency of the decisions is more and more to allow state taxa- 
tion of such Indian property as is owned in severalty. Even if it 
were to be granted that the vast majority of Indians pay no taxes, 
either to the Federal government or to the states, to say that failure 
to pay taxes is a valid ground for exclusion from what amounts to 
the constituency of the Congress is to take an untenable position. 

It can only be concluded that the phrase “excluding Indians not 
taxed” is without significance today and that the action of the Bureau 
of the Census in including Indians in the population count submitted 
to the Congress for reapportionment purposes is fully supported from 
every standpoint. Paut M. Roca. 





RECENT CASES 


CONSTITUTIONAL LAw — EguaL PROTECTION — ENCROACHMENT 
Upon FEDERAL JURISDICTION—STATE ALIEN REGISTRATION ACT.— 
Civil action for injunction against enforcement of the Pennsylvania 
Alien Registration Act, Pa. Laws 652, Purdon’s Pa. Stats. Ann., tit. 
35, §§ 1801-1806 (1939), requiring certain aliens to register with the 
Department of Labor and Industry, to pay registration fee and to 
carry identification card and to show card upon demand of police 
officer or agent of the Department, forbids issuance of licenses to 
aliens who fail to produce card and imposes penalties for violations. 
Certain aliens are exempt from the provisions of the Act such as 
parents of children who served the United States during any war, 
those who have filed applications to become American citizens, or 
aliens who have resided in the United States continually since 1908 
and have not been convicted of any criminal offense. Held, that the 
Act is unconstitutional as an encroachment upon a field reserved to 
the Federal government and one in which the individual states of the 
United States are without authority to legislate without consent of 
Congress and denies aliens equal protection of the laws guaranteed 
by the Fourteenth Amendment. Hines v. Davidowitz, 61 Sup. Ct. 
399 (U. S. 1941). 

The power to regulate and control the activities of aliens, to pass 
immigration and naturalization laws, to conduct foreign affairs and 
foreign commerce, to exclude or to expel aliens, is granted the Fed- 
eral government by the ConstiITuTION and this is a field in which 
the states do not have authority to legislate without the express con- 
sent of Congress. Fong Yue Ting v. United States, 149 U. S. 698, 
13 Sup. Ct. 1016, 37 L. ed. 905 (1892) ; Zakonaite v. Wolf, 226 U. S. 
272, 33 Sup. Ct. 31, 57 L. ed. 218 (1912); Chy Lung v. Freeman, 
92 U. S. 275, 23 L. ed. 550 (1875). Where provisions of a state 
statute imposing special regulations or taxes upon aliens conflict with 
federal power over aliens the state statute will not be upheld under 
such a guise as police power or as an inspection law. Henderson v. 
Mayor of City of New York, 92 U. S. 259, 23 L. ed. 543 (1875) ; 
People v. Compagnie Generale Transatlantic, 107 U. S. 59, 2 Sup. 
Ct. 87, 27 L. ed. 383 (1882). The President made the statement 
upon signing the federal Alien Registration Act of 1940, that, “The 
only effective system of control over aliens in this country must come 
from the Federal government alone.” N. Y. Times, June 30, 1940, 
at 5. A state law may be upheld in the absence of federal law where 
it is not repugnant to the ConsTITUTION and does not interfere with 
federal power such as a law of purely local concern. Heim v. McCall, 
239 U. S. 175, 36 Sup. Ct. 78, 60 L. ed. 306 (1915) (statute pro- 
viding only citizens may be employed on state public works valid) ; 
Patsone v. Commonwealth of Pennsylvania, 232 U. S. 138, 34 Sup. 
Ct. 281, 58 L. ed. 539 (1913) (act making it unlawful for alien to kill 
wild game held valid). 

State laws which subject aliens to discriminatory fees, taxes, and 
penalties not imposed on citizens are violative of the equal protec- 

[ 612 ] 
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tion clause of the Fourteenth Amendment in which the word “person” 
includes aliens. State laws which hamper the right of an alien to 
earn a living are distinguished from laws concerning the right of an 
alien to own land. Truax v. Raich, 239 U. S. 33, 36 Sup. Ct. 7, 
L. ed. 131 (1915); Vick Wo. v. Hopkins, 118 U. S. 356, 6 Sup. Ct. 
1064, 30 L. ed. 220 (1886); Ex parte Kotta, 187 Cal. 27, 200 Pac. 
957 (1921); cf., Crane v. People of State of New York, 239 U. S. 
195, 36 Sup. Ct. 85, 60 L. ed. 218 (1915); Terrace v. Thompson, 
263 U. S. 216, 44 Sup. Ct. 20, 68 L. ed. 277 (1923). The court does 
not fully discuss the basis of the differentiation between the status 
of various aliens as distinguished in the Pennsylvania Statute but it 
seems well recognized that the classification must be on a reasonable 
basis and the general view seems to permit states to place aliens who 
have applied for naturalization and those who have not applied in 
separate classes without violating the equal protection clause. The 
laws of a state must apply equally to all persons in the same or a 
similar situation. Miller, Alien Land Laws (1939) 8 Gro. Wasu. 
L. Rev. 1; see Truax v. Corrigan, 257 U. S. 312, 333, 42 Sup. Ct. 
124, 130, 66 L. ed. 254, 263 (1921); Joseph S. Finch & Co. v. 
McKittrick, 23 F. Supp. 244, 246 (W. D. Mo. 1938); Fraser v. 
McConway & Torley Co., 82 Fed. 257 (C. C. D. Pa. 1897). 

Congress has the power to pass legislation providing for the regis- 
tration and identification of aliens and if this is a comprehensive, co- 
Ordinated, and orderly system the state statutes covering the same 
ground are invalid. Federal Alien Registration Act of 1940, Pub. 
No. 670, 76th Cong., 3d Sess.; Arrowsmith v. Voorhies, 55 F. (2d) 
310 (E. D. Mich. 1931); Ex parte Ah Cue, 101 Cal. 197, 35 Pac. 
556 (1894). The Solicitor General asserted before the United States 
Supreme Court that the Pennsylvania Alien Registration Act has been 
superseded by the federal Alien Registration Act which is a “full oc- 
cupation of the field by Congress and precludes enforcement of the 
state statute.” 9 U. S. Law Week 3157 (1940). 


It appears, then, that the Pennsylvania statute interferes with the 
powers granted the Federal government and registration of aliens is 
fully and adequately covered by federal law which tends toward nec- 
essary uniformity in this field. To permit states, counties, cities, to 
pass unnecessary registration laws would result in much confusion 
and unrest and would subject aliens to burdens and annoyances which 
would have a distasteful reaction on their loyalty and confidence in 
our government. H. I. R. 


CrimMInAL LAw—EvipENcE—COoNnsSTITUTIONAL LAaw—ApmiIssI- 
BILITY OF EvIDENCE OBTAINED BY WIRE-TAPPING—CONSENT OF 
One Party Prior To INTERCEPTION Is INSUFFICIENT TO RENDER 
INTERCEPTED MEssAGE ADMISSIBLE.—Defendant was prosecuted for 
conspiracy to obstruct justice by influencing an assistant district at- 
torney in his recommendation of sentence to the district judge, in 
a case against a narcotics dealer. The narcotics dealer, in codpera- 
tion with the F. B. I., had called the defendant over an F. B. I. phone. 
The ensuing conversation was recorded by the F. B. I. over an ex- 
tension. The prosecution sought to have these recordings admitted 
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as evidence against the defendant. Held, that the recordings were 
not admissible under the Federal Communications Act of 1934, § 605, 
either on the theory that the dealer was the sender of the message 
and had consented to the interception, or on the theory that the mes- 
sage was not intercepted. U. S. v. Polakoff, 112 F. (2d) 888 
(C. C. A. 2d, 1940). 

In another similar case defendant was prosecuted for perjury. Re- 
cording apparatus was interposed in the telephone circuit in the house 
of the prosecution’s chief witness by the F. B. I., acting in concert 
with the said witness. The recordings of the ensuing conversation 
between the chief witness and the defendant were sought to be intro- 
duced as evidence in the prosecution. Held, that the recordings were 
not admissible on the basis of the decision in U. S. v. Polakoff, supra. 
U. S. v. Fallon, 112 F. (2d) 894 (C. C. A. 2d, 1940). 

Evidence obtained by illegal means was not rendered inadmissible 
thereby at common law. 4 Wicmore, Evipence (2d ed. 1923) 
§ 2183; 5 Jones, Evipence § 2075, note 3. Evidence obtained as 
the result of an unreasonable search and seizure (FEDERAL CoNn- 
STITUTION, Fourth Amendment) is not admissible in a criminal pro- 
ceeding in the federal courts, since its use would in effect compel 
a man to be a witness against himself (FEDERAL CONSTITUTION, 
Fifth Amendment). Weeks v. U. S., 232 U. S. 383, 34 Sup. Ct. 
341, 58 L. ed. 652 (1914) ; Boyd v. U. S., 116 U. S. 616, 6 Sup. Ct. 
524, 29 L. ed. 746 (1886); cf., Adams v. N. Y., 192 U. S. 585, 24 
Sup. Ct. 372, 48 L. ed. 575 (1904). Yet evidence obtained by wire- 
tapping was formerly held admissible in criminal prosecutions, on 
the ground that wire-tapping off the accused’s property did not con- 
stitute an unlawful search and seizure and, since the conversations 
overheard were voluntary, the prohibition against self-incrimination 
was not met. Olmstead v. U. S., 227 U. S. 438, 48 Sup. Ct. 564, 
72 L. ed. 944 (1928). The majority opinion in the Olmstead case 
suggested direct legislation to remedy the situation, while the dis- 
sent decried wire-tapping as such an invasion of the right of privacy 
as to be violative of the Fourth Amendment of the FeperaL Con- 
STITUTION. Cf., Rhodes v. Graham, 238 Ky. 225, 37 S. W. (2d) 
46 (1931); (1931) 45 Harv. L. Rev. 194; Warren and Brandeis, 
The Right to Privacy (1890) 4 Harv. L. Rev. 193; Green, The 
Right of Privacy (1932) 27 Iv. L. Rev. 237, 253. So the situation 
remained until the passage of the Federal Communications Act of 
1934. “No person not being authorized by the sender shall inter- 
cept any communication and divulge or publish—such intercepted 
communication to any person.” Federal Communications Act of 
1934, § 605; 48 Stat. 1103 (1934), 47 U. S. C. § 605 (1934). Sub- 
sequent judicial interpretation of this section has practically outlawed 
wire-tapping as a source of evidence in the federal courts. Thus “no 
person” has been interpreted to embrace a federal agent engaged in 
the detection of crime, and the prohibition against divulging an in- 
tercepted communication has been construed to embrace testimony 
in a court as to the contents of such communication. Nardone v. 
U. S., 302 U. S. 379, 58 Sup. Ct. 275, 82 L. ed. 314 (1937). This 
section constitutes a rule of evidence—it is remedial and must be 
given a liberal construction. Sablowsky v. U. S., 101 F. (2d) 183 
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(C. C. A. 3d, 1938). This interdiction against wire-tapping evi- 
dence applies to intrastate, as well as to interstate and foreign com- 
munications. Sablowsky v. U. S., supra; Diamond v. U. S., 108 
F. (2d) 859 (C. C. A. 6th, 1938); Weiss v. U. S., 308 U. S. 321, 
60 Sup. Ct. 269, 84 L. ed. 298 (1939); (1940) 8 Gro. Wasu. L. 
Rev. 1111; contra: Valli v. U. S., 94 F. (2d) 687 (C. C. A. Ist, 
1938). Derivative use also falls within the ban. Nardone v. U. S., 
308 U. S. 338, 60 Sup. Ct. 266, 84 L. ed. 307 (1939). The author- 
ization contemplated by this section must be voluntary, and after 
acquired consent from communicants who desire to turn state’s evi- 
dence, is not enough. Weiss v. U. S., supra. Ethical considerations 
of the right of privacy have apparently motivated the interpretations 
placed on the Act, Nardone v. U. S., 302 U. S. 379, 383, 58 Sup. 
Ct. 275, 82 L. ed. 314 (1937); Sablowsky v. U. S., supra at 187, 
191; Nardone v. U. S., supra at 338, 340; Weiss v. U. S., suprd 
at 328, 329; though comments would indicate that this interpretation 
was neither warranted by the legislative history of the Act, nor by 
the principles of statutory interpretation. Note (1940) 53 Harv. L. 
Rev. 863; Note (1938) 17 Orsc. L. Rev. 221; Note (1938) 6 Geo. 
Wasu. L. Rev. 326. If this right of privacy in a telephone conversa- 
tion is to be protected, the court in the Polakoff case has logically 
extended its scope. Thus the court, in referring to the wire-tapper, 
there states at p. 889, “The means he employs can have no impor- 
tance; it is the breach of privacy that counts.” The court further 
states, “Both (parties) must consent to the interception of any part 
of the talk.” Cf., U. S. v. Yee Ping Jong, 26 F. Supp. 69 (D. C. 
W. D. Pa. 1939). Practically the court finds that the privilege cre- 
ated by § 605 of the Communications Act is mutual, since a telephone 
conversation cannot be satisfactorily dissected to protect each party 
as regards his own answer Tacit admission of the effect of the Com- 
munications Act of 1934 in excluding from the federal courts evidence 
secured by federal agents through wire-tapping is to be found in pro- 
posed but so far fruitless attempts at federal legislation. Note (1940) 
53 Harv. L. Rev. 863, fn. at p. 870; H. J. Res. 577, 76th Cong., 3d 
Sess. That such legislation is vital is stressed by the ANNUAL RE- 
PORT OF THE ATTORNEY GENERAL OF THE UNITED States (1940) p. 
10. In view of the existing national defense emergency with its prob- 
lems of espionage and sabotage, emergency federal legislation temper- 
ing the all inclusive ban laid down by the federal courts should soon 
be forthcoming. B. R. 


Hovusinc AUTHORITIES — MunIcrPpAL CorporaTIONs — CoNcLu- 
SIVENESS OF Fact-FINDING RESOLUTION By MunicrPAL CouNCcIL 
DECLARING NEED For Housinc AuTHority.—Petitioners, the Mayor 
of the City of Spartanburg, S. C., and the Housing Authority of the 
City of Spartanburg, brought original prohibition proceedings against 
O. T. Gallman, as representative of the whole class of citizens and 
taxpayers of the City of Spartanburg, and others, wherein a rule was 
issued requiring defendants to show cause why the Supreme Court 
should not issue a writ of prohibition and assume original jurisdic- 
tion of an injunction suit by Gallman against the petitioners. Upon 
the granting of the writ, the court took original jurisdiction of the 
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three causes of action purported to have been alleged in the com- 
plaint, including the allegation that the Spartanburg City Council 
prior to the adoption of the resolution providing for the creation of 
the Housing Authority failed to make an investigation to establish 
the number of unsafe and insanitary dwellings in the city or to ascer- 
tain the shortage of safe and sanitary dwellings. Held, that the reso- 
lution is sufficient under the Act if it declares that there is need for 
an Authority and finds that either or both of the following conditions 
are met: (a) Insanitary or unsafe inhabited dwelling accommoda- 
tions exist, and (b) there is a shortage of safe or sanitary dwelling 
accommodations available to persons of low income at rentals they can 
afford. Woodward v. Gallman, 10 S. E. (2d) 316 (S. C. 1940). 
This decision is one of the latest in the impressive line of cases 
unanimously upholding the validity of state housing acts. Note 
(1940) 8 Geo. Wasu. L. Rev. 862; Konvitz, Recent Case Trends 
(1940) 5 Lecat Notes on Locat Gov. 211; Hillman, Recent Case 
Trends (1940) 5 Lecat Notes on Locat Gov. 138. One issue raised 
is in regard to the conclusiveness of a resolution by City Council 
declaring the need for Housing Authority. Here the State statute 
created and established the Authority and the resolution of the City 
Council declaring the need for a Housing Authority is prerequisite 
only to the functioning of the Authority in the city. Act March 19, 
1934, § 3, 38 Stat. 1368 (1934); as amended by Act April 15, 1938, 
40 Stat. 1909 (1938). The holding in this case on this point is consis- 
tent with the previously decided housing cases where the exact point is 
considered and also with those cases which consider the conclusiveness 
of a state legislative finding of fact. Edwards v. Housing Authority of 
the City of Muncie, 215 Ind. 330, 19 N. E. (2d) 741 (1939); State 
ex rel. Porterie v. Housing Authority of New Orleans, 190 La. 710, 
182 So. 725 (1938) ; Knoxville Housing Authority v. City of Knox- 
ville, 174 Tenn. 76, 123 S. W. (2d) 1085 (1939); Chapman v. 
Huntington Housing Authority, 3 S. E. (2d) 502 (W. Va. 1939); 
Basher v. Housing Authority of City of Rome, 189 Ga. 155, 5 S. E. 
(2d) 425 (1939); Lennox v. Housing Authority of the City of 
Omaha, 137 Neb. 582, 290 N. W. 451 (1940). Stating “It may be 
safely presumed that the Mayor and other members of the City Coun- 
cil are not ignorant of the conditions existing in their city, and that 
they would know of their own knowledge whether such conditions, 
or either of them, existed . . . such a resolution is deemed sufficient 
if it declares that there is such need for an Authority, and finds that 
either or both of the enumerated conditions exists,” the court cited 
with approval the language of a West Virginia housing decision which 
declared, “The declaration of the City Council, contained in the reso- 
lution and ordinance, as to the conditions actually existing in the city, 
is entitled to great respect. In fact, it is not subject to attack unless 
clearly wrong.” Chapman v. Huntington, supra. Chapman v. Hunt- 
ington followed the rule that whenever there is a reasonable ground 
for difference of opinion as to the determination of facts by a legisla- 
tive body, its findings are not subject to judicial review. Norman v. 
Baltimore and O. R. Co., 294 U. S. 240, 55 Sup. Ct. 407, 79 L. ed. 
885 (1935); Radice v. New York, 264 U. S. 292, 44 Sup. Ct. 325, 
68 L. ed. 690 (1924). The complaint in the Chapman case alleged 
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facts which were held by two dissenting judges to make a prima facie 
case that the resolution of Council was not based on facts, Judge Max- 
well stating, “A recitation of fact in a municipal ordinance is not 
beyond challenge by a litigant in a court of equity. In my judgment, 
the allegations of the bill are amply sufficient to require an evidenti- 
ary test of the councilmanic recital whereon the housing project is 
based.” The majority held, however, that in a bill of complaint for 
an injunction to restrain slum clearance and low-cost housing proj- 
ects, the allegations denying the existence of slum areas, in the face 
of an ordinance of the city finding contrariwise, must be clear, un- 
equivocal and based on sound reasons and held that the allegations 
did not contain such direct charge. A number of the housing cases 
and authorities cited have indicated that the necessity, expediency 
and propriety of the legislative acts could be inquired into where it 
is manifest that a flagrant wrong has been perpetrated upon the pub- 
lic. Spahn v. Stewart, 268 Ky. 97, 103 S. W. (2d) 651 (1937). But 
there must be a clear showing that the determination of the legisla- 
tive body was wrong. Their findings, while not conclusive, are en- 
titled to much weight. Rutherford v. City of Great Falls, 107 Mont. 
ge 86 Pac. (2d) 656 (1939); New York City Housing Authority 
Muller, 270 N. Y. 333, 1 N. E. (2d) 153 (1936); Dorvan v. 

Philadelphia Housing Authority, 331 Pa. 209, 200 Atl. 834 (1938) ; 

Housing Authority of County of Los Angeles v. Dockweiler, 14 Cal. 
(2d) 437, 94 Pac. (2d) 794 (1939); Cf., Wells v. Housing Author- 
ity of City of Wilmington, 213 N. ‘C. 744, 197 S. E. 693 (1938). 

Under statutes similar to that of South Carolina the adoption of the 
fact-finding resolution by City Council has been held not to be in itself 
a legislative act, but rather the declaration of the contingency upon 
the happening of which the enacted state legislation becomes opera- 
tive. Lennox v. Housing Authority of City of Omaha, supra. Though 
it be argued that such councilmanic act is administrative rather than 
legislative, following the rule that legislatures cannot delegate legis- 
lative power but can make laws to become operative on the happening 
of a contingency or ascertainment of fact, it is doubtful if this would 
change the result. Sarlls v. State, 166 N. E. 270, 201 Ind. 88 (1929) ; 
State v. Auer, 221 N. W. 860, 197 Wis. 284 (1928). This view is 
strengthened by the reasoning in the line of cases which hold that 
courts will not interfere with municipalities in the exercise of dele- 
gated powers of eminent domain in the absence of actual fraud or 
gross abuse of discretion. In these cases similar questions arise as to 
whether the delegated power is legislative or administrative. Grange- 
ville Highway Dist. v. Ailshie, 49 Idaho 603, 290 Pac. 717 (1930) ; 
East Peoria Sanitary Dist. v. Toledo, P. and W. R. R., 353 Ill. 296, 
187 N. E. 512 (1933); City of Greenwood v. Gwin, 153 Miss. 517, 
121 So. 160 (1929) ; State ex rel. Puget Sound and B. R. Ry. Co. v. 

Joiner, 182 Wash. 301, 47 P. (2d) 14 (1935). Where the state leg- 
islature expressly delegates power to the city council to pass the ordi- 
nance, then it would appear that the courts are clearly justified in 
following the line of cases which hold that there is present no justici- 
able question of reasonableness aside from the legislative power to 
enact the enabling law. Note (1935) 3 Geo. Wasu. L. Rev. 267. 

G. U. R. 
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PATENTS — FILE WRAPPER EsTOPPEL FROM CANCELLATION OF 
Ciaims.—Jardine patent, No. 1,763,523, relates to a piston compris- 
ing a head and a skirt separated from the head by a web “susceptible 
of being slightly flexed radially.” The Court found that the only 
material difference between the cancelled claims and the patent claims 
was the omission of the quoted statement from the latter. The Cir- 
cuit Court of Appeals reading the claims in the light of the specifica- 
tion construed the claims to include that feature and therefore valid. 
Held, that the patentee, having acquiesced in the rejection of narrow 
claims, is no longer free to gain the supposed advantage of the re- 
jected claims by a construction of the allowed claims as equivalent 
to them. Schriber-Schroth Co. v. Cleveland Trust Co., Chrysler 
Corporation, Aberdeen Motor Supply Co. v. Same, Rowe Sale Co. v. 
Same, 309 U. S. 648, 61 Sup. Ct. 235, 85 L. ed. 189 (1940). 

The court in reaching this conclusion started with the broad rule 
that a patent claim must be read and interpreted with reference to 
claims which were cancelled and that it cannot by construction be 
read to cover what was thus eliminated from the patent. In support 
of this view the Court cited several cases in each of which the cancelled 
claim was broader than the claim relied on. This restricted form of 
the rule as exemplified by the latter type of case is well settled. J. T. S. 
Rubber Co. v. Essex Rubber Co., 272 U. S. 429, 47 Sup. Ct. 136, 
71 L. ed. 335 (1926). To show what the injurious consequences to 
the public and inventors would be if the rule were otherwise, the Court 
cites Leggett v. Avery, 101 U. S. 256, 25 L. ed. 865 (1879). This 
case relates to whether there can be “inadvertence, accident, or mis- 
take” when a reissue attempts to claim the same broad claims that 
were claimed in the original patent after they had been disclaimed 
from the original patent, and states that to allow such claims would 
be fraud upon the public. The analogy appears to be rather far 
fetched and certainly no specific reasons are given to show why the 
reasoning should be the same. The Court then states that the rule is 
most frequently invoked when the cancelled claim is broader than 
the patent claim, but that the rule and the reason for it are the same 
if the cancelled claim be narrower and cites Morgan Envelope Co. 
v. Albany Paper Co., 152 U. S. 425, 14 Sup. Ct. 627, 38 L. ed. 500 
(1894); Wm. B. Scaife & Sons v. Falls City Woolen Mills Co., 209 
Fed. 210 (C. C. A. 6th, 1913); Computing Scale Co. v. Automatic 
Scale Co., 204 U. S. 609, 27 Sup. Ct. 307, 51 L. ed. 645 (1907) ; and 
in case of disclaimer Altoona Theatre Co. v. Tr.-Ergon Corp., 294 
U. S., 477, 55 Sup. Ct. 455, 79 L. ed. 1016 (1934). In Morgan 
Envelope Co. v. Albany Paper Co., supra, the facts were the same, 
but the claims were unpatentable regardless of how the claims were 
interpreted. In Wm. B. Scaife & Sons v. Falls City Woolen Mills 
Co., supra, the question was not one of claim cancellation, but one of 
construction of one patent claim in view of another. In Computing 
Scale Co. v. Automatic Scale Co., supra, a narrow construction was 
given to a claim in order to hold it valid. Since the rule in the case 
of a statutory disclaimer has little in common with the problem in this 
case it appears that the only prior Supreme Court case that follows 
the rule stated here is Morgan Envelope Co. v. Albany Paper Co., 
supra. The Court does not distinguish from Smith v. Snow, 294 
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U. S. 1, 55 Sup. Ct. 279, 79 L. ed. 721 (1934), rehearing denied 294 
U. S. 732, 55 Sup. Ct. 514, 79 L. ed. 1261. There the Court stated, 
“It is of no moment that in the course of the proceedings in the Patent 
Office the rejection of narrow claims was followed by the allowance 
of broader Claim 1.” In the instant case, however, the Court cited 
Smith v. Snow for authority on the point that claims are to be inter- 
preted in the light of the specification. 

The Court states that in addition to the cancellation of the claims 
the applicant, during the prosecution of the case, did not urge that 
he was the inventor of the flexible webs. This may have had a bear- 
ing on the decision. me. 5. C. 


PROCEDURE—NEW FEDERAL RuLEs—50 (b)—ALTERNATIVE Mo- 
TION FOR JUDGMENT AND FOR NEw TRIAL.—Defendant moved to have 
the verdict and judgment for plaintiff set aside and judgment entered 
for it in accordance with its motion for a directed verdict made at 
the close of all the evidence. (F. R. C. P. 50(b).) In addition, 
defendant moved “. . . in the alternative that in the event the court 
refuses (to enter judgment for defendant non obstante veredicto) 
... that the court ... grant defendant a new trial.” (F. R. C. P. 
50 (b).) The trial court granted defendant’s motion for judgment 
n. o. v. but did not decide on the motion for a new trial although re- 
quested to do so by plaintiff. Plaintiff appealed to the Circuit Court 
of Appeals, which reversed the judgment n. o. v., remanded with in- 
structions to enter judgment on the verdict for plaintiff, and held 
that the motion for a new trial had passed out of the case because it 
had been requested only on condition that judgment n. o. v. be re- 
fused. Held, that as the offices of the two motions are different, grant 
of motion for judgment n. o. v. does not automatically deny the mo- 
tion for a new trial and as the grounds in support of the two motions 
were different the case would be remanded to the district court to 
hear and rule upon the motion for a new trial. Montgomery Ward & 
Co. v. Duncan, 61 Sup. Ct. 189 (U. S. 1940). 

At common law and in state courts generally motion for judgment 
n. 0. v. does not preclude a motion for a new trial. Duncan v. Mont- 
gomery Ward, supra note 8 of the court’s opinion. Unlike motions 
in arrest of judgment, which have been held to bar subsequent motions 
for a new trial because they conceded that the verdict was correct. 
Strecker v. Strecker, 86 Ind. App. 16, 154 N. E. 503 (1926); 
Respublica v. Lacaze, 2 Dall. 118, 1 L. ed. 316 (U. S. 1791), a mo- 
tion for judgment n. o. v. is not inconsistent with a motion for a new 
trial because, like the latter, it is an attack on the verdict. The motion 
for judgment provided in Rule 50 (b) has been distinguished from 
the motion for judgment n. o. v. but it has been treated similarly. 
Valanda v. Baum, 31 F. Supp. 71 (M. D. Pa. 1940). Since the new 
federal rules were adopted, even the motion in arrest of judgment 
has been disposed of like a motion made pursuant to Rule 50 (b) 
and held not to preclude consideration on the merits of a motion for 
a new trial. Calvey v. U. S., 27 F. Supp. 359 (M. D. Pa. 1939). 

This decision resolves a conflict heretofore existing among the Cir- 
cuit Courts of Appeal, as to the proper construction of F. R. C. P. 
50 (b). Other appellate courts had held the proper disposition after 
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reversing judgment n. o. v. was to remand to the trial court with 
directions to pass on the motion for a new trial. Pessagno v. Euclid 
Investment Co., 112 F. (2d) 577 (D. C. App. 1940) (pointing out 
the peculiar wording of the alternative motion in the Duncan case) ; 
Pruitt v. Hardware Dealers Mutuai Fire Ins. Co., 112 F. (2d) 140 
(C. C. A. 5th, 1940); Vearn v. Crane, 114 F. (2d) 896 (C. C. A. 
7th, 1940) (declining to follow the Duncan case where the grounds 
assigned for the two motions are different). This same disposition 
of the alternative motion has been made in Minnesota, Kreatz v. St. 
Cloud, 79 Minn. 14, 81 N. W. 533 (1900), whose statute, 2 Mason’s 
Minn. Stat. 9495 (1927) was said to be substantially followed by 
F. R. C. P. 50(b). Montgoimery Ward & Co. v. Duncan, supra 
note 16 of the opinion. 

The general practice among the states when both motions were 
pending in the trial court, and judgment n. o. v. after having been 
granted, is reversed, has been to remand to the trial court to pass 
upon the motion for a new trial. Montgomery Ward & Co. v. Dun- 
can, supra note 11 of opinion. And this has been done even where 
the motion was originally passed upon and denied. McGinley v. 
C. M. & St. P. Ry., 152 Minn. 48, 187 N. W. 829 (1922). In such 
cases it is explained that judgment n. o. v. was a final disposition 
and there was no occasion to pass on the motion for a new trial, so 
the original ruling was of no effect. Hersey v. Seattle, 141 Wash. 
23, 250 Pac. 467 (1926). Some numerically slight authority may be 
found to support the proposition that a moving party is entitled only 
to alternative relief and that both motions cannot be granted and one 
having been granted the other is not open to consideration. Spruce 
v. Chi. R.I. & P. Ry., 139 Okl. 123, 281 Pac. 586 (1929). 

But the disposition made of the motion in the instant case is not 
the procedure to be followed in the future. As a guide to future prac- 
tice the Court said that the trial judge should rule first on the motion 
for judgment, and whatever his ruling on that should rule on the 
motion for a new trial “indicating the grounds of his decision.” 
Montgomery Ward & Co. v. Duncan, supra at 195. At least one 
District Court has since conformed its procedure to this direction, 
granting both motions to defendant. Bopst v. Columbia Casualty Co., 
4 Fed. Rules Serv. 50b.211 (U. S. Dist. Ct. D. Md. 1940). This 
procedure has little precedent in state courts, but has been indicated 
as proper in similar fashion. Tomberlin v. Chi. St. P. M. & O. Ry., 
211 Wis. 144, 246 N. W. 571 (1933), supplemented in 248 N. W. 
121 (1933). 

Although the trial court is to pass on both motions in the future, 
its ruling on the motion for a new trial will not be reviewable to a 
greater extent than formerly, Montgomery Ward & Co. v. Duncan, 
supra note 15 of the opinion, namely, that an order granting or deny- 
ing a new trial is not ordinarily appealable, Fairmount Glass Works 
v. Cub Fork Coal Co., 287 U. S. 474, 53 Sup. Ct. 252, 77 L. ed. 439 
(1933), but that some of the grounds for new trial may be assigned 
as error on appeal. Hall v. Weare, 92 U. S. 728, 732, 23 L. ed. 500 
(1876). The instant case seems to make Rule 50 (b) foolproof by 
holding that a litigant cannot lose his chance of obtaining a ruling 
on his motion for a new trial by wording his motion strongly in the 
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alternative, or by the failure of the trial judge to make a ruling when 
requested and even though he fails to show that the errors specified 
were prejudicial and not purely formal. It also shows that no sig- 
nificance is to be attached to the double aspect of the language in Rule 
50 (b) providing (1) that “a motion for a new trial may be joined 
with this motion (for judgment n. o. v.), or a new trial may be 
prayed for in the alternative” and (2) that the court may “either 
order a new trial or direct the entry of judgment.” a4 3 





TAXATION—CAPITAL STocK TAX—ACCEPTABILITY OF A DELIN- 
QUENT ReETURN.—An association taxable as a corporation did not 
file a capital stock tax return within the time prescribed by § 1203 of 
the Internal Revenue Code. The Commissioner of Internal Revenue 
made a deficiency assessment for excess profits taxes and the date 
for a hearing on the deficiencies was set. Five days before the hear- 
ing the corporation filed a return which was two and a half years 
late that purposely made a declaration of value of its capital stock 
large enough to show that no excess profits taxes were due. Held, 
that the return was not filed too late to satisfy statutory requirements. 
Del Mar Addition v. Commissioner of Internal Revenue, 113 F. (2d) 
410 (C. C. A. 5th, 1940). 

The statutes involved in this case were: 44 Stat. 93, 112 (1926), 
26 U. S. C. § 341, 1512 (1934), Rev. Acts 1926, §§ 600, 1103; 49 
Stat. 1017-1019 (1935), Rev. Acts 1935, §§ 105, 106, as amended 
by 49 Stat. 1733 (1936), 26 U. S. C. §§ 342, 1358 (1934), Rev. Acts 
1936 §§ 401, 402. The Bureau of Internal Revenue admits that the 
amount of the declared value of the capital stock fixed by a corpora- 
tion for its first taxable year is a matter of indifference to the gov- 
ernment since the statute leaves the taxpayer free to declare any value 
which its fancy may choose for the reason that for any reduction in 
the capital stock effected by the declaration of a low value of the 
capital stock there is an accompanying increase in excess profits taxes. 
Haggar Co. v. Commissioner of Internal Revenue, 308 U. S. 389, 60 
Sup. Ct. 337, 82 L. ed. 1282 (1940). The statute merely devised a 
method to eliminate the continual bickering over values and yet pro- 
duce a picture of the corporation’s worth sufficiently accurate to pro- 
duce desired revenue based upon it. For this reason the excess profits 
tax was added as an appendage only. See How Shall Business Be 
Taxed (1937) Tax Poricy Leacue 51. It was not expected to be 
a source of revenue except in the case of abnormal profits. Rep. Sen. 
Comm. on Fin., Sen. Rep. No. 115, 73d Cong., Ist Sess., 1936, pp. 
6, 7. It is significant to note that it has provided less than ten per 
cent of the revenue from these two imposts. See (1937) 86 U. oF Pa. 
L. Rev. 88-96. § 1203 I. R. Code, (b) Time for Filing: (1) Gen- 
eral rule—such return shall be made within one month after the close 
of the year in respect to which such tax is imposed. (2) Extension 
of time—the Commissioner may extend the time for making the re- 
turns, under such rules and regulations as he may prescribe with the 
approval of the Secretary, but no such extension shall be for more 
than sixty days. Neither § 105 nor § 600 make any provision for the 
filing of delinquent returns but it is provided that the collector or the 
Commissioner may make binding returns where none have been filed 
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by the taxpayer and at the same time imposing a penalty upon the 
taxpayer for unreasonable delay when his return is late. It would 
seem, however, that the filing of delinquent returns is not only an- 
ticipated but required, even though it may be necessary for the col- 
lector or the Commissioner himself to make such returns. See Rev. 
St. 3176 General Provisions, 44 Stat. 112 (1926), 26 U. S. C. § 1512 
(1934). It was contended here by the government that to allow 
delinquent returns would defeat the purpose of the statute because a 
taxpayer could declare a value for its capital stock which would wipe 
out any liability for excess profits tax. It is submitted that the gov- 
ernment has power to prevent this by the Commissioner’s filing of a 
return based upon any information from similar businesses which he 
may have on hand. Blair, Commissioner, v. Oesterlein Machine Co., 
275 U. S. 220, 48 Sup. Ct. 87, 72 L. ed. 249 (1927). Such a re- 
turn would constitute the taxpayer’s first return under the statute. 
If the Commissioner fails to act, it is submitted that the statute not 
only permits but anticipates the filing of a delinquent return by the 
taxpayer, subject to the penalty prescribed for late returns. This 
penalty may be excused if the delay is based upon reasonable grounds. 
§ 291 I. R. Code (1939) ; § 1513 C. C. H. Fed. Tax Service p. 3962 
(1940). The penalty aspect of the case was not discussed for it ap- 
peared in the facts that the delay here was based upon reasonable 
grounds. 

A first return under the Act in question is the return for the first 
year in which the taxpayer exercises the privilege of fixing its capital 
stock value for taxation purposes and such definition includes a timely 
amended return for that year. Haggar Co. v. Commissioner of In- 
ternal Revenue, supra. It is submitted that under this definition a de- 
linquent return would be a first return under the Act if none had been 
filed by the collector or the Commissioner. Being a first return under 
the Act it was extremely important that it be accepted by the collector 
because of its relation to all future taxes. Because of this future rela- 
tion it has become the policy of taxpayers to have their capital stock 
declared for an amount equal to at least ten times the expected annual 
profits of the corporation for the reason that the capital stock return 
is so much less burdensome than the excess profits tax when the lat- 
ter is applicable. A taxpayer was permitted to file a delinquent re- 
turn because the return which had been filed timely was deemed to 
be incomplete and not in substantial compliance with the statute. 
Flomot Gin Co., 40 B. T. A. 689 (1939). Until the principal case 
the question of delinquent returns in connection with the capital stock 
tax had never come up although the question of an amended return 
to the original declared value had been thoroughly ironed out. The 
courts were in a hopeless conflict until the decision of the Haggar Co. 
case. The holding there was that a declaration of value in a capital 
stock tax return filed pursuant to §§ 215 (f) and 216(a) of the 
N. I. R. A. might be amended by a second return filed within the pre- 
scribed time. Glenn v. Oertel Co., 97 F. (2d) 495 (C. C. A. 6th, 
1938) ; Philadelphia Brewing Co. v. U. S., 27 F. Supp. 583 (Ct. Cl. 
1939). Contra: Blake & Kendall Co. v. Commissioner, 104 F. (2d) 
679 (C. C. A. Ist, 1939); Webster Co., 37 B. T. A. 800 (1938) ; 
Crowhurst & Sons, Inc., 38 B. T. A. 1072 (1938). A change of 
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value, however, after the due date of the return is not allowed. Rosoff 
Tunnel Corp. v. Higgins, 28 F. Supp. 880 (S. D. N. Y. 1938) ; 
Froehlich Cabinet Works v. U. S., 28 F. Supp. 882 (S. D. N. Y. 
1939). It is to be noted that the distinction between these two types 
of cases and the present case is that under the former there has been 
some kind of a return filed and therefore something at hand for the 
computation of the tax, while in the latter there would be no return 
whatsoever if the delinquent return had been refused. Hence it would 
seem that in such a situation a delinquent return should be allowed, 
especially so where it is the first return of the taxpayer under the Act. 
It is submitted that the acceptance of the delinquent return here 
was justified for several reasons. First, the return was the taxpayer’s 
first and hence the basis for all future taxes against it. Second, the 
delay was not a wilful and unreasonable one so as to subject the tax- 
payer to the penalty prescribed by the Act. Third, the Commissioner 
could have filed the return himself and thus bound the taxpayer. 
Fourth, the very fact that the tax contemplated by the Act was a 
capital stock tax and not an excess profits one. R.A. J. 


TIDELANDS—MUNICIPAL CoRPORATIONS—STATES—PuBLic LANDs 
—Prers—Power or City To ENCUMBER TIDELANDS.—The City of 
Galveston proposed to build a pier extending 1,194 feet into the Gulf 
of Mexico. The first 594 feet of this distance was over submerged 
land which twenty years before had been above high tide and was 
then privately owned; the last 600 feet extended into deep water. 
The purpose of the municipality was to provide a suitable place for 
diversion, amusements, and sports for the people of Galveston and the 
many tourists who visited the city. The city entered into a tentative 
agreement with the Reconstruction Finance Corporation whereby that 
Corporation agreed to lend the city $1,000,000 for construction of 
such improvement against the revenue bonds of the city to be secured 
by a deed of trust constituting a first mortgage on the real estate, 
namely the pier. The claims of the municipality in part were: (1) 
littoral or riparian owners have rights in the adjoining waters; (2) 
such rights are not lost when their land submerges; (3) the city in- 
tends to acquire the rights of the owners of the submerged land in 
question; (4) as owner of the submerged land the city would, as 
littoral owner, have the right to use adjoining land under the water 
and to encumber it. The city sought mandamus against the Attorney 
General, who refused to approve the issuance of the bonds on the 
grounds that the proceeds were to build a pier over land belonging 
to the sovereign State of Texas and none was to be spent in improve- 
ments on land owned by the City of Galveston. He contended that 
the city had no power to mortgage any part of the Gulf of Mexico 
to secure the bond issue. Held, that the title to the land in question 
under the tidewaters and under the deep waters of the Gulf is in the 
State in her sovereign capacity and the city has neither the right nor 
the power to encumber it. Petition for mandamus overruled. City 
of Galveston v. Mann, 143 S. W. (2d) 1028 (Tex. 1940). 

The instant case raises the question of the city’s rights and powers 
with relation to submerged lands which were subject to the ebb and 
flow of the tides and to lands under the deep waters of the Gulf of 

9 
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Mexico. Specifically, did the City of Galveston have a property in- 
terest which it could mortgage? At common law lands which were 
bounded by and extended to the high water mark of waters in which 
the tide ebbed and flowed were riparian or littoral to such waters. Pri- 
vate ownership of such lands extended ordinarily to the high water 
mark. Thiesen v. Gulf, F. & A. Ry. Co., 75 Fla. 28, 78 So. 491 
(1917). A riparian owner has the right to use the land between the 
high and low water marks to build piers, bathing pavilions, walls 
against loss of soil by erosion, and to make necessary improvements 
to reach the harbor line. Doemel v. Jantz, 180 Wis. 225, 193 N. W. 
393 (1923); Town of Orange v. Resnick, 94 Conn. 573, 109 Atl. 
864 (1920) ; note 89 A. L. R. 1156 (1934). See also Tallassee Power 
Co. v. Clark, 77 F. (2d) 601 (C. C. A. 6th, 1935) (riparian owner 
on navigable stream owns to low water mark). It has been held, 
however, that where the title to lands under navigable waters is 
granted by the sovereign to the owner of the adjacent upland, said 
owner may fill in these lands and extinguish the jus publicum. Tif- 
fany v. Town of Oyster Bay, 234 N. Y. 15, 136 N. E. 224 (1922). 
The riparian owner’s right of access is a property right, subject, how- 
ever, to paramount rights of the state and of the United States. 
Lowndes v. United States, 105 Fed. 838 (C. C. D. S. C. 1901); note 
21 A. L. R. 207 (1922) ; Sullivan Timber Co. v. City of Mobile, 110 
Fed. 186 (S. D. Ala. 1901). But see Scranton v. Wheeler, 179 U.S. 
141, 21 Sup. Ct. 48, 45 L. ed. 126 (1900) ; Illinois Central R. R. v. 
Illinois, 146 U. S. 387, 13 Sup. Ct. 110, 36 L. ed. 1018 (1892); U.S. 
v. River Rogue Improvement Co., 269 U. S. 411, 46 Sup. Ct. 144, 
70 L. ed. 339 (1926), rev’g 285 Fed. 111 (C. C. A. 6th, 1922). See 
also Henry Dalton & Sons v. City of Oakland, 168 Cal. 463, 143 Pac. 
721 (1914); People v. Southern Pac. R. Co., 166 Cal. 627, 138 Pac. 
103 (1913). For application of the Commerce Clause of the Con- 
STITUTION see U. S. v. State of Oregon, 295 U.S. 1, 55 Sup. Ct. 610, 
79 L. ed. 1267 (1935); Ross v. Mayor and Council of Borough of 
Edgewater, 115 N. J. L. 477, 180 Atl. 866 (1935); City of Oakland 
v. Buteau, 219 Cal. 745, 29 P. (2d) 177 (1934). 

Title, however, to “tidelands” is vested in the state. By tidelands 
is meant the shore and the land under the water subject to the ebb 
and flow of the tides. U.S. v. Holt State Bank, 270 U. S. 49, 46 
Sup. Ct. 196, 70 L. ed. 463 (1925). See also Port of Seattle v. Ore- 
gon & W.R. R., 255 U. S. 56, 41 Sup. Ct. 237, 65 L. ed. 500 (1921) 
(holding that the State of Washington is absolute owner of tidelands 
within its boundaries and of the waters over them, and is free in con- 
veying such lands to grant with them rights in the adjoining water 
area or completely to withhold such rights). The state can grant 
preference in tidal and submerged lands to littoral owners for sub- 
stantial reasons. Boone v. Kingsbury, 206 Cal. 148, 273 Pac. 797 
(1929). Tidelands are dealt with and granted as property entirely 
independent of the upland. It is generally held, however, that while 
the state may grant private interests in tidelands, it may not perma- 
nently alienate its control of lands under navigable waters in the in- 
terests of the jus publicum. Deering v. Martin, 95 Fla. 224, 116 So. 
54 (1928); Nedtweg v. Wallace, 237 Mich. 14, 208 N. W. 51 
(1926); Money v. Wood, 152 Miss. 17, 118 So. 357 (1928). See 
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also, Thiesen v. Gulf, F. & A. Ry. Co., supra (holding that the ri- 
parian owner has no right without the consent of the state to build 
upon submerged land). But see Bowman v. Wathen, 3 Fed. Cas. 
1076, 2 McLean, 376 (Ind. 1941) (holding that no supervening right 
over part of the space in front of a riparian owner can be exercised 
or maintained without his consent; the state cannot deprive him of 
these rights except by constitutional exercises of the power to appro- 
priate private property for public use). The title to the land under 
water where the tide ebbs and flows is held in trust for the people by 
the state or its political subdivisions. Thiesen v. Gulf, F. & A. Ry. 
Co., supra; State ex rel. Landis v. Rosenthal, 109 Fla. 363, 148 So. 
769 (1933); Perky Properties v. Felton, 113 Fla. 432, 151 So. 892 
(1934); Hicks v. State ex rel. Landis, 116 Fla. 603, 156 So. 603 
(1934). See also Lloyd v. City of Redondo Beach, 124 Cal. App. 
541, 12 P. (2d) 1087 (1932) (consent of the federal authorities must 
be secured for city’s extension of a municipal pier out into navigable 
waters). Grants of land under navigable waters are subject to the 
restriction that the grant is for the public benefit and not injurious 
to the public interest. Illinois Cent. R. Co. v. City of Chicago, 173 
Ill. 613, 50 N. E. 1104 (1898). See note (1935) 41 W. Va. L. Q. 
426. 

The sovereign state may convey the shore and land under the tide- 
water or delegate control thereof to a municipality in furtherance of 
the public interest. Anderson v. Polk, 291 S. W. 1112 (Tex. 1927), 
aff'd 117 Tex. 73, 297 S. W. 219 (1927) (an act empowering the 
city to widen or alter channels of streams held to give title to the river 
bed); In re Inwood Hill Park, in Borough of Manhattan, City of 
New York, 217 N. Y. 359, 220 N. Y. Supp. 298 (1927) (state had 
the power to dispose of lands under navigable water, and could permit 
the city to do likewise) ; Mobile Transp. Co. v. City of Mobile, 30 
So. 845 (Ala. 1900). The legislature can grant to a municipal cor- 
poration the exclusive right to build wharves on public navigable 
rivers without compensation to the riparian owners. Ravenswood v. 
Flemings, 22 W. Va. 52, 46 Am. Rep. 485 (1883). Contra: Town 
having title to shore of tidal waters cannot occupy and construct 
buildings on the shore to make a public amusement park which would 
interfere with the rights of the owner of the upland. Tiffany v. Town 
of Oyster Bay, supra. 

Delegation by the state to a municipality of the right to administer 
public waters in proximity to the municipality may be accomplished 
by granting the right to improve the harbor without conveyance of 
legal title or by a grant subject to public trust. This right to admin- 
ister the public trust in waters, of course, is subject to the paramount 
right of the Federal government. Newcomb v. City of Newport 
Beach, 7 Cal. (2d) 393, 60 P. (2d) 825 (1936). See also Appleby 
v. City of New York, 271 U. S. 364, 46 Sup. Ct. 569, 70 L. ed. 992 
(1925) (deeds made by the municipality with legislative approval 
conveying lots below tide water in a navigable river were within the 
power of the city and of the legislature, and conveyed both the jus 
privatum and the jus publicum which can be regained only by con- 
demnation proceedings). In the absence of any grant of the tidelands 
by the state to the city in the instant case, therefore, the city has no 
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rights therein and the proprietary acquisition of the rights of ri- 
parian owners would give the city no additional property interest 
capable of being encumbered without the consent of the state. 

The City of Galveston relied also upon a charter provision as giv- 
ing authority to erect and maintain the pier. This contention failed 
because the provision merely gave a police power authorizing the city 
to regulate and police any structures now or hereafter built in the 
waters adjacent to the beach of the city. It did not authorize the city 
to construct anything and no implication arises that the legislature in- 
tended to approve an invasion of the state’s rights. The case of Gal- 
veston City Surf Bathing Co. v. Heidenheimer, 63 Tex. 559 (1885), 
held that the state’s title to lands cannot be bartered away by impli- 
cation. There is nothing in the city charter of Galveston indicating 
that the legislature intended to confer any proprietary rights to the 
shore of the Gulf of Mexico when a grant is described as extending 
to the seashore and bounded by it. The charter provision conferring 
control and power over the streets, public highways, etc., to the city 
council does not imply power and control over the Gulf shore and 
surf. Galveston City Surf Bathing Co. v. Heidenheimer, supra at 
563. Even vested property rights are subject to the control of the 
state under their police power and are not superior to the public rights. 
C., B. & Q. Railway v. Drainage Comm’rs, 200 U. S. 561, 26 Sup. 
Ct. 341, 50 L. ed. 596 (1906). See also note (1935) 2 U. Cur. L. 
Rev. 658. So, too, while riparian rights are property rights and may 
not be arbitrarily destroyed, they are subject to the police power of 
the state and may be modified in the interest of general welfare. Cali- 
fornia-Oregon Power Co. v. Beaver Portland Cement Co., 73 F. (2d) 
555 (C. C. A. 9th, 1934), cert. granted 294 U. S. 701, 55 Sup. Ct. 
507, 79 L. ed. 1237 (1935). In Gray v. Reclamation Dist. No. 1500, 
174 Cal. 622, 163 Pac. 1024 (1917), it was held that a vested prop- 
erty right is subject to regulation by the state in the exercise of police 
power in establishing reasonable regulations. See note (1935) 9 
Temp. L. Q. 354. 

The power to regulate structures extending from low tideland over 
the waters and on submerged land which is state property rests in 
the municipality in administering its public trust, subject to and in 
conformity with the delegation of power from the state. Newcomb 
v. City of Newport Beach, supra; Atwood v. Hammond, 4 Cal. (2d) 
31, 48 P. (2d) 20 (1935); City of Oakland v. Hogan, 106 P. (2d) 
987 (Cal. 1940). The state naturally has the power of regulation 
over lands to which she holds the title and in addition may regulate, 
under the police power, properties not owned by it but related to the 
public necessity. 

The Federal government has the right to control these tidelands 
and deep waters where necessary under the Commerce Clause of the 
ConstiTtuTIOn. New Jersey v. Sargeant, Att’y Gen., 269 U. S. 328, 
46 Sup. Ct. 122, 70 L. ed. 289 (1926). The Federal government 
has no power to grant lands underlying navigable waters; such lands 
belong to the state in its sovereign capacity. Ownership is in the 
state. Congress has merely a paramount power of control over such 
waters and the tidelands thereunder for the regulation of commerce. 
U. S. v. Holt State Bank, supra. The riparian right is a property 
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right subject to the governmental right to improve navigation. Sage 
v. Mayor, etc., City of New York, 154 N. Y. 61, 47 N. E. 1096 
(1897). It was decided in Robert Friend v. U. S., 30 Ct. Cl. 94 
(1895), that the right of access was not protected by the ConsTITU- 
TION. 

While the Federal government, the state and the municipality all 
have the power to regulate and control tidelands, none of these rights 
or powers are sufficient to enable them to encumber said tidelands. 
The power to encumber rests upon ownership. Ownership of tide- 
lands rests in the state unless specifically granted to her political sub- 
divisions or leased to individuals. For example the State of Florida 
has been dealing in underwater property by leasing for one dollar per 
acre per year bay-bottom flats of Biscayne Bay to those invitees of 
the Quarterdeck Club who can afford to lounge and fish. Lire MaGa- 
ZINE, Feb. 10, 1941, pp. 42-44. N. D. K. 


TRADE REGULATION—PATENTS—IMPROPER USE OF PATENT AS 
DEFENSE IN PATENT INFRINGEMENT SuIT—SAME AS BASIS FOR 
CouNTERCLAIM IN SAME Suit.—The Barber Asphalt Corporation, 
owner of a patent on a process of curing concrete by spreading un- 
patented bituminous emulsion thereon and manufacturer of emulsion, 
and the Johnson March Corporation, the exclusive licensee under 
the patent, brought suit against the La Fera Grecco Company for 
direct infringement of the patent. The Stulz-Sickles Company, seller 
of the emulsion used by the La Ferra Grecco Company, intervened 
as defendant, brought a counterclaim against the plaintiffs and brought 
in, as defendant to the counterclaim, the Thompson Materials Cor- 
poration, distributor of emulsion manufactured by the Barber Asphalt 
Corporation. The basis for the counterclaim and one of the defenses 
to the infringement suit was that the three plaintiffs had used the 
patent to gain a limited monopoly over the sale of emulsion to be 
used in the process covered by the patent by their system of granting 
licenses. Under the system plaintiffs either sell the emulsion, with 
the license to use included, for about twenty-four cents a gallon or 
give a license to use alone for a royalty of one cent per square yard 
of concrete treated. Emulsion could be bought elsewhere for about 
fifteen cents a gallon. Held, that the patent was invalid and that de- 
fendants should have relief under the counterclaim. Barber Asphalt 
Corporation v. La Fera Grecco Company, 47 U.S. P.Q.1 (C.C. A. 
3d, 1940). 

The use of a patent in an attempt to gain a limited monopoly over 
an unpatented material used in infringing the patent will serve as a 
defense to a suit for contributory infringement against one of the 
patent owner competitors in the sale of the unpatented material. 
Carbice Corporation v. American Patents Corporation, 283 U. S. 27, 
51 Sup. Ct. 334, 75 L. ed. 819 (1931); Leitch Manufacturing Com- 
pany v. Barber Company, 302 U. S. 458, 58 Sup. Ct. 288, 82 L. ed. 
371 (1938). 

Such a use has been held a defense to a suit for direct infringe- 
ment. Lecithin Company v. Warfield Company, 105 F. (2d) 207 
(C. C. A. 7th, 1939) ; cert. den., 308 U. S. 609, 60 Sup. Ct. 171, 175, 
84 L. ed. 509 (1939). 
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Situations considered to show such improper use have included: 
establishing in the trade that the invention may be used if the un- 
patented material is purchased from the plaintiff or his licensee, Car- 
bice Corporation v. American Patents Corporation, supra; Leitch 
Manufacturing Company v. Barber Company, supra; and the action 
of the owner of the patent on a method of renting machines using 
the method and charging rent according to the amount of an un- 
patented material that is used in performing the method, the rent 
being higher if the material is purchased from elsewhere than if 
purchased from the patent owner. Chemical Company v. Ellis, 32 
F. Supp. 691 (Mass. 1940). 

Counterclaims based on the alleged improper use have not been 
allowed where “substantial injury” could not be shown. Lecithin 
Company v. Warfield Company, supra. In the present case one of 
defendants is a competitor of plaintiffs in the sale of the unpatented 
material, so “substantial injury” might be shown. 

In Lecithin Company v. Warfield, supra, the court held the im- 
proper use a bar to plaintiffs’ claim and did not consider the question 
of validity or infringement of the patent. In the present case, the 
court found the patent invalid and did not discuss the defense of il- 
legality of use in considering plaintiffs’ claim. If the illegal use would 
serve as a basis for defendants’ counterclaim, however, it would very 
likely serve as a defense to the infringement suit. 

The present case appears to have gone further in finding an im- 
proper use than the cited cases. In them it was quite clear that the 
conduct of the patent owner had the effect of forcing purchases of 
the unpatented material from him. However, in the present case, 


such an effect is not clear. Also, in the prior cases, the Courts have 
merely refused to grant the patent owner relief by applying the “un- 
clean hands” doctrine. In the present case, the court has gone be- 
yond the “unclean hands” doctrine and has given an affirmative judg- 
ment. It is to be noted that in Lecithin Company v. Warfield Com- 
pany, supra, the court rejected the doctrine that the improper use of 
a patent should “work an affirmative penalty” upon the patent owner. 
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BOOK NOTES 


ConQuEST AND MopEeRN INTERNATIONAL Law. By Matthew M. 
McMahon, Ph.D. Toledo, Ohio: The Catholic University of 
American Press. 1940. 233 pp. 


Doctor McMahon concludes that a state may legally acquire ter- 
ritory from another state by conquest. While this conclusion would 
probably not surprise one who has read in the daily newspapers of 
the ever-recurring transfers of territory from one state to another, 
the legal limitations imposed by conventional international law upon 
acquisition of territory by conquest are startling. 

The legality of conquest as a mode of acquiring territory was first 
questioned, in the modern era, by Vitoria in 1534. Since that date 
many publicists have seriously doubted the legality of such acquisi- 
tions on the theory that conquest is contrary to natural law. The 
growth of international public opinion fostered by the publicists has 
crystallized in the many treaties which have placed limitations upon 
the right of conquest. The most important multilateral treaties by 
which almost every nation in the world has limited conquest as a 
legal mode of acquisition of territory are the Covenant of the League 
of Nations, the Briand-Kellogg Pact, and the Argentine Anti-War 
Pact. 

Readers in the United States will be especially interested in the 
role which the essentially American doctrine of non-recognition of 
territorial aggrandizement by means of conquest has played in re- 
straining land grabbing adventures. The doctrine of non-interven- 
tion by one state in the internal affairs of another state, first accepted 
by the Pan-American nations and since extended to other parts of 
the world, has been recognized as a limitation upon the right of con- 
quest. 

Although the trend of current events would appear to make any 
discussion of legal limitations on the right of conquest academic, 
this careful chart of the past is a valuable aid in forecasting re 

J. H. C. 


AMERICAN NEUTRALITY TRIAL AND FaiLurE. By Charles G. Fen- 
wick. New York: New York University Press. 1940. Pp. xii, 
190. $2.50. 


The series of lectures here collected present a history of American 
neutrality from earliest times down to the involved situations of the 
present war. It is shown that the United States has taken various 
positions in regard to the duties of neutrals depending on whether 
the country was a belligerent or non-belligerent, or if the latter, on 
how much she was politically or economically involved. The author 
places his feet on the ground and presents the problem of neutrality 
from the viewpoint of how it has worked, without befogging it with 
any idealistic pacifist theories. The reader can only conclude that 
neutrality is a political question which becomes a national issue of 
varying importance depending on how vital the government believes 
the outcome of the conflict will be to the United States. Neutrality 
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seems to be nothing better than the resort of small nations of little 
military power, whose best interests are served by keeping out of 
war. What difficulties they encounter, and what success they have 
in remaining aloof is in clear relief as we look back on 1940. The 
idea that neutrality treats the belligerents with equality is quickly 
dispelled by considerations of the effect on nations without sea power. 
And ’tis shown that a neutral nation of great military power prac- 
tically never desires that each belligerent get equality; the usual sit- 
uation is that the strong neutral has interests at stake and under 
the guise of neutrality embargoes arms, etc., or not, as will best help 
the belligerent favored by the neutral; this often continues until the 
other belligerent protests so strongly that the neutral must fight to 
vindicate its right to stay out of war and still carry’ on normal 
commerce. H. J. W. 


Money IN THE Law. By Arthur Nussbaum. Chicago: The Foun- 
dation Press. 1939. Pp. xxxvii, 534. $7.50. 


This work is a thorough treatise on the legal aspects of money, or 
what was used in place of it from the seventeenth century down to 
the present time. The author first gives a description and history of 
the various kinds of money and monetary systems, with particular 
emphasis on the United States and German systems, but also deals 
with England and continental European countries. The latter part 
of the volume is devoted to debts. A comprehensive survey of the 
effect on debts of fluctuations, gold clauses, other protective clauses, 
conflicts in the international field and finally the recently developed 
“exchange control,” or blocking the flight of money from a country, 
makes this something of a handbook for the lawyer in a field that is 
not well covered by historians and commentators. 

Of especial interest is Professor Nussbaum’s account of the fall of 
the German mark and the manner in which German courts revalued 
debts in a desperate effort to protect the rights of the debtor class. 
His history of the period in Germany and his comments thereon are 
given added interest due to the fact that he did much of his research 
work in that country before being “precipitately interrupted” and 
forced to the United States where it was completed. The chapter on 
gold clauses includes an enlightening section on gold clause litigation 
in the United States, which compares it with similar legislation in 
other countries and traces the comparative development of the law 
thereafter in the different countries. 

The author has handled a technical subject in the law without be- 
coming technical in his language. The literary style is simple, direct 
and surprisingly readable. There is no indication that the one who 
wrote it is not writing in his native tongue. He is not averse to ex- 
pressing his opinion formed as a result of his research, and this cer- 
— will prove pleasing to the reader who is still a student in the 

eld. 

The treatise is exhaustively documented showing a tremendous 
amount of research in its preparation and is not limited to English 
and German source material. It is well indexed, as it should be, for 
it is a legal treatise to which the attorney will many times refer. 


H. J. W. 








